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“The prophets prophesy felsely and the priests bear 
rule by their means, and ray people love to have it so 
and what will ye do m the thereof?” 

Jeremiah v 31 

“ I see her not dispinted, not iveak, but well 
remembering that she has seen dark days before, indeed, 
with a kmd of msbnct that she sees a little better m a 
cloudy day, and that m storm of battle and calamity she 
has a secret vigour and a pulse like a cannon I see her 
in her old age, not decrepit but y6uag, and still danng 
to beheve m her power of endurance and expansion 
Seeing this, I say, All hail* mother of nations, mothSf 
of heroes, with strength still equal to the time, still wise 
to entertain and swift to execute the policy which the 
mind and heart of mankind requires in the present hour ’ ’ 


Lmerson on England, 1847 



INTRODUCTION 


Ttvicb already in one geiteratioa has this country, the heart 
of the British Commonwealth and Empire, strained its 
resources to the uttermost m a life and death struggle Twice 
victorious, it finds itself, on the eve of a new and even more 
troubled era m world affairs, confronted by the prospect of 
imminent, complete and perhaps even irretrievable collapse 
of the economic foundations upon which its past greatness 
has been based and on which its hopes of the future depend 
It IS a bitter awakening from the confident hopes of social 
betterment at home and of strengthened influence for peace 
and freedom m the world which sustained us through the 
gnm years of war But if it is also an awakening to the causes 
of our present plight, it can be the starting point of lasting 
recovery and more soundly based prospenty If it is an 
awakening to a fresh spint in our domestic affairs and to a 
fresh determination to reassert our place among the nations, 
It may well be the beginning of a new and even more glorious 
chapter in Bntish history It is in the hope of contributing 
to such an awakening that the present work has been wntten 
The first essential is to get the immediate cnsis into its true 
perspective in the evolution of our national economy What 
we have to deal with is not a mere check, however severe, 
given by the war to a normal progress It is the aggravation 
by the war of a long decline whose seeds were sown a century 
ago As the result of previous centun© of deliberate national 
and Impenal economic policy, we were at that moment as 
pre eminent m tlie world as the United States are to day The 
industrial revolution had onginated here We were the 
first to equip factones for lai^ scale manufacture by 
machinery, the first railway builders, the first cml engineers 
The Bntish Navy held the Seven Seas open for peaceful 
commerce, and a half explored and wholly undeveloped 
world cned out for the goods and the capital equipment that 
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V. e alone could provide If we had lost one Empire in Amenca 
we still retained most of its trade, and were fast building up 
another Empire by a moderate but effective system of mutual 
preference 

That we yielded to the then fashionable intellectual craze 
which declared that all national policy ^vas only a hindrance 
to the free play of individual economic energies could make no 
appreciable difference to the immense start we enjoyed 
or to the dynamic momentum of our economic life TTiat 
momentum, indeed, received m the next few yean a tre- 
mendous fresh impetus as the result of the Californian and 
Australian gold discoveries There followed a generation 
of economic expansion and prospcniy m this country such 
as the world had never seen before The whole of this was 
credited to Free Trade and created a psychological fixation 
which no subsequent declme m our position, no example of 
progress elsewhere, no argument could seriously shake 
Neither Joseph Chamberlains passionate campaign for 
Empire co operation, nor even the marked success of the 
emergency measures of protection and preference forced 
on us by the economic crisis of 1931, did more than inter* 
nuttcntly lift a comer of the self imposed mental iron curtam 
The steady downward sag of our competitive position and the 
increasingly precanous nature of our unbalanced economy 
caused little real concern either to poUticians or to economists 

On the contrary, the mam movement both of economic 
and pohtical thought m the last generation has assumed 
throughout that, thanb to machmery, we had solved the 
problem of production, and that the only problem that 
mattered was that of distnbution, whether by social legisla- 
tion or by the direct state control of industry That, for us 
at least, the problem of production and, mdeed, of existence 
depends enturcly upon the extent to which our pohey and that 
of other nations enables us to secure the raw matenals and 
foodstuffs without which half our population would starve, 
was cheerfully ignored or assumed to solve itself Even the 
long continued unemployment of the inter-war years, cul- 
minating m 1 93 1, was debited, not to the lack of a trade policy, 
but to “capitalism’ m the sense of the pnvate organisation 
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of industry Ever more and more the masses of our people 
were taught to believe that a nullenmum of secure employ 
mentj higher wages, shorter hours and continuously increasing 
social services lay before them if only the nght people were 
in power 

By the irony of fate the dimax came with the end of the 
war when a Socialist Government took office to carry out a 
generafion of promises at die very moment when the economic 
foundation for their realisation tvas suddenly withdrawn 
la terms of a graph the steqi upward curve of expectaOon 
and the downward curve of capacity to fulfil that cjgiectation 
crossed, leaving a yawning gap wffich could only be closed 
by a drastic reduction of the on^ unless and until met by the 
effective raismg of the other— except to such extent as it 
might temporanly be closed by an Amencan loan while both 
processes were vigorously set m operation The temptation 
to apply for such a loan was natural But that any British 
Govenunenl should have accepted a loan under the condi- 
tions attached to it can only be cjqilamcd by the fact that, 
even m 1945, our real situation was not even dimly under- 
stood by Ministers or by their official advisers For the 
conditions were such as were bound m every way to reduce 
the value of the loan and to preclude all possibility of our 
recovery through the effective control of our own trade 
pohey and through the development of co operation within 
the Empire 

Such, in a few sentences, is the story which I have set 
out m the first nine chapters of die present book They 
incorporate, m revised form, much of what I had already 
published nearly two years ago m a critical study of the 
Washii^on Loan Agreements and of the obsolete and short- 
sightedly selfish economic policy which the United States 
Administration has been detenmned to force upon the world 
and in particular, upon the British Cfommonwealth ^ What 
even the severest cnGc of those agreements would not have 
ventured to predict is the rapidity with which the loan 
would be exhausted, leaving us m worse plight than if we 
had never accepted it, and driven one after another, to 
1 TJie H ashmglon Loan Agmunti, Macdonald & Go , 8 j 61/ 
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repudiate its conditions as, «i effect, imfulfillable It is to 
that sorry tale, as well as to the concurrent, but fundamentally 
incompatible American pobaes pressed forward at Gcne\*a 
and impbcd m the Marshall iiutialivc, that I have devoted 
the subsequent chapters, leaving to the end an outline of 
the measures necessary to enable us both to a\’crt immediate 
catastrophe and to restore new life and hope to our enfeebled 
and war shattered economy 

An enormous effort and heavy sacrifices arc required of 
us m the next few ycare They can only succeed if they arc 
sustained by a complete revolution m our outlook, by a moral 
and intellectual awakening On the moral side what u 
needed, above all, is that sense of a common interest and of a 
mutual duty and responsibility which was evoked by the 
emergency of war The doctrine of short sighted irresponsible 
selfishness, once preached in the interest of the cap talist 
employer and since then, by a natural reaction, m that of the 
employed class, is to^ay proving as destnicm'e of the \cry 
means of our existence as a nation as n once threatened all 
human values m the life of the masses of our people Only 
a new spint, the spirit of to^pciauon, stirred by the sense of & 
common danger and of a common hope, will give to employers 
a true and sympathetic understanding of the needs and outlook 
of their worken, and to those workers an interest in the 
social and national value of their work There can be no more 
foolish or disastrous notion than that only those who arc 
ivorkmg in a statc*owncd industry are working for the nation 
Every one who docs good work, in whatever capaaty is a 
public servant and u working for the nation Every one 
who docs bad work, whoever his employer, is a profiteer 
at the public expense 

In any case there is no more dangerous \crbal fallacy 

1 <*J r 1„ UL-* — 


central directing and controllmg organism, but can only 
succeed, and the whole body corporate of the nation thnw, 
if its various subordinate organisms and institutions, as wtll 
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as the individuals who compose them, can function free 
withm their sphere, and if their work is recognised as ; 
essential contribution to the national life 
On the intellectual side we must free ourselves from t 
predispositions of that shallow pseudo scientific approach 
the problem of national life of a so-called Pohtical Econor 
which, in Its successive ■ranants from “orthodox” bourge 
capitalism dotvn to Manast Socialism, has for so long I 
mused our thinkmg and distracted our energies WI 
Carlyle termed the “dismal science ’ may have deserv 
that adjective But what was xvrong ivith it was not so mu 
the dreary nature of its conclusions as the pretence that 
ivas in any sense saentific It ivas in essence based, not on 
objective study of the life of commmuties or nations as a who 
and of Its beating on the tasks of statcsraanship, but 
generabaoons from the current features of mdividi 
activities ^vlthm the community Such features as capit 
labour, profit and rent were, by the mere process of spelli 
them wth capital letters, treated as basic and domim 
elements m the economic process and as having the sai 
meaning m their collective or national apphcation as 
pnvate business It tvas by this elementary process of abstri 
tion that Adam Smidi “proved ’ that the sum total of t 
National Capital being fixed, it could not be increased, t 
only diverted to a less profitable purpose, by the protecti 
of a new mdustry In the same ivay his successors proved, 
their own smug satisfaction, that, the Wages Fund bei 
fixed, one section of workmen could only raise their waj 
at the expense of some other section, and that wages mi 
by sheer economic law, and in the interest of all concemi 
be kept down to subsistence level ' 

The conclusion was as absurd as it was monstrous Unfi 
tunately it was much easier for those who felt the injusti 
of the contemporary relations of capital and labour, instead 
rejecting the mam analysis and termmology of the orthod 
economics and approaching the whole subject m a me 
^ These elementary logical fallacies which underlie the whole tcachi 
of the ‘ orthodox ’ school and of ib successors, are dealt with more fu 
m a little book, Fundamental Fidlaaa of Free Trade, whidi I published mi 
than forty yean ago 
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scientific and objective spint, to take them for granted and 
use them for their own purpose If, from the individual 
capitalist 5 point of view, wages were a deduction from profits, 


secure those profits for itself by taking over the control of 
CapitaP As a majority of the population it could do so 
most easily through the machmery of raumcipal or national 
government, and so see to it that the profits went to the workers 
m the shape either of better pay or of social services It is 
this elementary inversion of the old capitalist economics 
which is the basis of all the vanomschoob of Socialist thought 
If one of these, Marxism, has had a greater influence than 
any other it is because its founder added to this mvcnion a 
peculiar flavour and compcVhng influeivce all his ovm By 
blending with it an mgenious adaptation of the Hegelian 
dialectic of verbal antithesis in the shape of a dialectic, 

1 e conflict process, of a material world governed solely by 
economic considcraUons, and by a plausible, but entirely 
inadequate, version of history to support it, he opposed to the 
orthodox claim to scientific exactitude an even more pit* 
tenuous claim to saeutific profundity That, together with an 
apocalyptic vision of the downfall of Capitalism and the 
nullcnnium of a classless soaety to follow, and an abundant 
infusion of the hatred and arrogance of his own temperament, 
provided just the material that was required for a Bible of 
world revolution 

What IS csscmial for us to realise is that neither the huser- 
fotre nor the Socialist vananl of the old economics have any 
bearing on the real problem before us That is a problem 
for political economy m the truer and more scientific sense 
of the economy of national life as a whole In that seme the 
economics of national life are only a branch or development 
of what, m the botanical or zoological field, is called ecology 
They deal with the relaUon of a particular human society 
to the natural tcsoutccs at its immediate or indirect dis 
posal They are rightly termed political in so far as the 
numbers and well bemg of a nation depend, not only on 
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those natural resourcesj but on the organisation of the com* 
muoity as a whole, on the maintenance of law, on the spread 
of scienbfic and technical knowledge, on the political en- 
couragement given at home to the development and due 
balance of various forms of production, and to the expansion 
of that balance of production by external trade 
Our otvn problem is that of a national ecology that has 
been allowed, as the result of the paralysing effect of false 
theones, to become desperately imbalanced, both at home, 
through the neglect of our agriculture, and abroad tlirough 
leaving to chance the vital question of assured comple- 
mentary markets for our surplus skill to meet the deficiency 
in our natural resources Above all, the matcnal and popula- 
tion base of our economy is not only inadequate, under 
conditions of modern tedimcal production, to secure the 
maxtraum of producuve and competitive efficiency, but also 
tvhoUy incapable of sustairang our international responsi- 
bihties or even our security Wc can only survive if ivc can re- 
organise the matcnal base of our economic and political life 
on a scale comparable to that of the great units of political 
and economic poiver, such as the Urated States and Russia, 
which now threaten to dommatc the world 
What apphes to us applies equally to our partner nations 
of the British Commonw^th Hoivever great their potential 
resources, none of them can provide at present, or for many long 
years to come, the matenal base for a suffiaently prosperous 
or secure existence for itself Workmg together to match each 
other’s resources and stimulate each other’s productive ener 
gies we can between us provide a common ba^e whose 
development in welfare and power should, even m the next 
few years, ensure our recovery from the exhaustion of war, 
and might well m the course of three or four generations 
outstnp the Umted States Nor is the same pnncipJe any less 
apphcable to the war-ravaged nations of our neighbour 
Continent across the Channel In die changing scale of world 
affairs the European Great Powers of yesterday are to-day 
madequate individually to mamtam either their standard ofhfc 
or their political independence Joining together to estabhsh 
for themselves a common base, a ‘Uvmg space” created by 
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free co operation, tile nations of Europe, or even, for the time 
being, of Western Europe* tc^cther with their tropical 
colonial dependencifes, need certamly not fall behind any other 
world unit in their standard of living or m the contnbution 
they can make to their own security and to the peace of the 
world 

At this point, however, the natural and nghtful solution 
of the problems both of Europe and of the British Common- 
wealth IS endangered by the rival economic fitid political 
policies of Russia and the United States On the one hand 
IS the policy of assured employment at the price of economic 
and pohtical enslavement Oa the other is the policy which 
demands a free field for Amencan surplus prc>duction and 
financial power to create chaos and imtabihty jn ^ world of 
small economic units forbidden to come together lor mutual 
support and development For Europe the most immediate 
danger is that of Communist revolutionary violence making 
use of economic misery in order to incorporate ow country 
after another m the totahtanan police tyranny The danger 
from America is the more indirect one of the American veto 
on any practical co-ordination of the European economics 

We, for our part, are in less immediate danger from 
Communism than from American economic aggi^sion On 
the mam issue of human freedom, indeed, we 2S one 
with America, and there can be no doubt on which side a 
world conflict would find us On the other hand the Amencan 
economic pohey is one which not only would subject our free- 
dom to control our own economic life to the strait jacket 
of an international scheme dominated by the United States, 
but IS directly aimed at disruptmg the economic tics which 
have grown up between the nations of our Cornmonwcalth 
It not only makes recovery for us impossible It raises a con- 
stitutional issue of far graver import The BntiSh Cornmon- 
vrealth is based, not on any ngid federal constitution with its 
uniform tariff, but on free co-operation in every aspect of the 
national life of its members The American dejnand for the 
elimination, or even the limitation, of Empire Preference is 
a direct demal of the right of the Commonwealth tc exist 
The united strength of that Commonwealth saved the world 
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in the last war Are we nowtobeibibidden to help each other 
to recover from its consequences or to strengthen each other to 
play our effective part in preserving ourselves and the world 
from another sudi catastrophe? That is an intolerable 
mterfecence in our own. {amily afiairs which should have been 
met from the outset by an unqualified rejection and whicli, 
sooner or later, must call for a straightfonvard British Dcclara* 
tion of Independence 

Impcnal Preference, m that sense, is our own affair and 
no one elses In another sense, however, it is more than our 
own affair The political and economic principle ivhich the 
world needs to day is neither a resuscitated internationalist 
lauser-Jatre nor totalitanaiusra It is the pnnciple of Ordered 
National Freedom and stable Mntual Co operation wthm 
groups of nations draivn togedicr by tics of common histor>, 
of kindred race, of political outlook, of geography or of 
economic interest The basis and starting point of such a 
system must be the nation, namely the unit of political and 
legislative action, of taxation, of social and defensive pobey— 
above all the umt ofseatiment No economic policy can, work 
in the world of to day which is not co ordinated with the 
whole of the nauonal life The idea of the world as one 
economic unit for production, trade and finance, irrespective 
of national frontiers, is as divorced from all practical reality 
as IS the idea of a world governed by a single economic 
ideology 

Such a group economy based on mutual co operation 
which in practice means on preferential arrangements m 
respect of tariffs or state purchasmg airangements, of invest 
ment, transport and communication, is essentially mutual 
and inward looking rather than aggressive Each of its 
members is still free to r^ulatc its own economic relations 
with countnes outside the group whether bilaterally or under 
a modified Most Favoured Nation Clause The group, 
as such, is not in a position, as are umfied blocs bke Russia 
and fhe Umted States, to exercise coetavc collective economic 
action against other countnes m order to incorporate them 
in the sphere of its economic system Nor would the group, 
divided as it would be into sqiarate compartments by the 
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internal buliheads cf ib inter group tanffj, be nearly i 
liable to great economic fluctuations exercising a disastroi 
effect not only on its own members but upon the outsid 
world 

My profound convichon is that a group of the type of tl 
Bntish Empire and Commonwealth, based on mutual nn 

f i j . i. ^ 


limited variety of economic organuation, individualist i 
socialist, high tariff or bw tariff Subject to their mutu; 
preferential atrangements its membcis are free to trade wit 
other nations, whatever their economic policies, to whatev^ 
extent suits the convenience of each of them There is n 
question of a Chinese Wall of high tariffs round the grou 
excluding outside trade, but only one of priorities, first withi 
the group and then to those outside with whom the mo 
fruitful terms can be arranged On the contrary the wid( 
the field and the greater the security and stability within tl 
group, the caster tt is for its members severally to follow 
liberal policy towards the outside world 

Throughout our long history we have blazed a trail : 
economic policy as wdl as in the building up of constit 
tiOnal freedom The Bntish Commonwealth to-day, base 
on free co-operation between free nations over the who 
field of national life, has justified itself m the hour of tris 
Our rightful task and duty is to develop and perfect th: 
free and flexible system, not only for our own recovery ar 
future security, but as an ocample to the world of the nt 
step in Its political and economic evolution from the cxistu 
national anarchy 

I have spoken throughout the subsequent pages vn\ 
complete frankness about the shortsighted selfishness of tl 
obsolete economic pobey to which the present United Stat 
Administration has been wedded No one believes mo 
sincerely than I do that the peace of the world depends on tl 
mutual understanding and abiding friendship of the Engh' 
speaking peoples But mutual understanding must be basi 
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on mutual frankness (m which respect, indeed, our American 
kinsfolk are rarely lacking), and fnendship can only survive 
as between equals, and not on coercion on one side and weak 
appeasement on the other Nor do I believe that it is impos- 
sible on this issue to make Amenca understand a case which 
we have never yet attempted to put clearly before her, or 
reahse that a strong and muted British Commonwealth 
IS an essential element m the future structure of the world 
The Marshall initiative, now being folloived up by Amencan 
official and pubhc opinion in so generous a spirit, has shown at 
any rate an instinctive reahsalion of the true needs of the world 
to da), and its underlying pnncipic of encouraging self help 
by mutual co operation is at least as applicable to the British 
Commonwealth as to the nations of Europe The blame, 
indeed, for such misunderstanding as has arisen, or may 
yet arise, lies far less on the side of the United States Admims 
tration, whicli has never hesitated to make quite clear what 
It wanted, than with our oivn successive Governments which 
have shrunk from stating our own case, or, even more perhaps, 
have not known ivhat our own case ivas Once we know our 
own mind all else will follow 

December, 1947 


L S Aiiery 
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CHAPTER I 

THE RISE AND DECLINE OF BRITISH INDUSTRIAL SUPREMACY 

“ It maybe vain now, in the midnight of their intoxication 
to tell them that there wiU be an awakening of bitterness, 
It may be idle no^v, in the sprmgode of their economic 
frenzy, to warn them that there may be an ebb of trouble 
But the dark and inevitable hour aviII arrnc Then, ^vhcn 
theu- spints are softened by misfortune, they will recur to 
those pnnciples that made England great, and ivhich, in 
our belief, will only keep England great Then too, sir, 
perchance they may remember, not twth unkmdness, those 
who, betrayed and deserted, were neither ashamed nor 
afraid to struggle for the good old cause —the cause with 
tvhich are associated principles the most popular, sentiments 
the most entirely national, the cause of labour, the cause 
of the people, the cause of England' 

Long deferred, the prophecy of Disraelis impassioned last 
protest against Peel s abandonment of the histone pnnciples 
of Bntish economic statecraft has come to fulfilment The 
‘dark and inevitable hour has arrived when our only 
hope of present recovery and future greatness lies in recurring 
to those pnnciples, and in going back upon the century of 
misguided subservience to a fellaaous theory ivhich has 
brought us to our present pbght To understand how ive have 
come to this pass it is necessary to ^ back, however bnefly, 
upon our past history and to sketch, at least m outline, the 
story of England s rise to econonuc pre eminence among the 
nations and of her subsequent relative dechne and increasing 
vulnerability 

21 
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sucii as locks, hammers, pincers, scissors, pms, etc , which, up 
to his tune, had been ctuefly si^Iicd by Germany Under 
Elizabeth and the Stuarts ftrliament consistently earned on 
his policy From 1 738 onwards, when the ai t of smelting iron 
witii coal was perfected, the British iron industry made enor- 
mous advance, alwaj's iwtb the help of duties ranging- from 
about forty per cent up to several hundred per cent 

On the basis of the two great pnmar) industries of wool and 
iron all the other interna! industries and trades of this country 
were built up Each industry created aptitudes that were 
useful for other mdustnes, each provided capital and popula- 
tion available for fresh developments, each furnished 1 market 
for the products of the others The demand for spinning and 
weaving machinery created the machine industry, the need 
for pumps to keep water out of the coal nunes created the 
steam engine, the rail or the tramway was originally devised 
for hauling coal or ore Anyone studying the history of the 
locomotive can see that but for the Bntish mining mdustiy 
it could never have come into existence As Mr Wells once 
pointed out the railway engine was the descendant, by a 
gradual process of evolution, of a steam-pump mounted upon 
a truck The industries fostered by the policy of the English 
Government were the direct creators of the mechanical skill 
that made England so famous a century ago Without the 
flourishing wool and cotton industry there would have been 
no Cartwnght to invent the power loom and the wool combing 
machine Without the mine mdustry dependent upon a 
protected iron industry there would have been no Watt or 
Stephenson The steam engmc would no doubt have been 
invented some day or other, but it would not have been 
invented when it was, nor would it have been invented and 
developed in England 

To the theorists of a later age all these efforts to create 
and foster mdustry seemed mere futihty They could think of 
them only as restrictions on the freedom of trade without 
pausing to inquire whether without these “restrictions ’ 
either the industries or their fore^ trade would ever have 
come into existence List, the German economist, realised 
the histoncal truth of England s development far better With 
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him the appeal to English history was the final verdict against 

the doctrinaires 

"From every country of the Continent this island 
borrowed its peculiar aptitudes and planted them under 
the shelter of her tariffs upon her own soil Once m 
possession of a branch of industry she fostered and nourished 
It for centuries like a young tree which needs support and 
attention If there is anyone who does not know that any 
branch of industry can be made profitable m course of time 
by diligence, skill and thrift, who does not know that in a 
nation which has already made some progress m agriculture 
and general civilisation, young industnes, however im 
perfect and dear their products may be at first, will soon 
with practice and under the stress of internal competition 
equal those of older countries in every respect, >vho has not 
realised that the prosperity of each separate branch of 
industry is conditioned by the prosperity of every other 
branch, who docs not know to what degree a nation can 
develop all its productive powers if it studiously takes care 


and to give advice to practical statesmen, into ivhosc hands 
the well or woe of nations is entrusted ” 

From the internal industnes of England let us now look at 
her no less important external interests The foundation of 
England s position m world economics ivas the Nangalion 
Act of 1G51 There was shipping legislation to fhvour 
British shipping as early as the time of Richard If I, but the 
Navigation Act first laid the basis of a deliberate continuous 
policy The legislators of that day found that the carrying- 
trade between England and the English colonies across the 
Atlantic was in Dutch hands, and they determined that it 
should be in English hands It was no question as to who 
could do the carrying better The Dutch, with all their ex- 
perience and accumulated capital, could always beat our 
shipping on equal terms But they were powerless to fight 
against us m a case, such as thit of the trade between England 
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and her colonies, where we had the control It was not in 
virtue of our l^emg able to offer cheaper freights, but by 
extendmg our control, either through direct legislation or 
treaty, or by the indirect use of the power which our greater 
industry gave us, that we successively ousted the Dutch 
shipping from one trade after another 

The Methuen Treaty of 1703 made the Navigation Acts 
even more effective by secunng for us, at the price of having 
to drink port wine, the whole carrying trade with Portugal and 
the Portuguese possessions The same principle of control was 
the foundation of England’s colonial policy It was a policy 
based on the deliberate fostering of the Colonies both as the 
purveyors of the raw matenals that England required for her 
own industries, or of those tropical or sub tropical products 
which she could not grow herself, but could make a profit by 
dismbuting, and also as die customers of the manufactures 
England wished to sell Cotton, sugar, tobacco in the more 
southern colonies, timber, hemp, tar, iron ore in the northern, 
were encouraged by every sort of preferential regulation 
Many manufactures weie forbidden as competing with the 
manufactures of England TJic success of this policy of mutual 
stimulation and expansion will be dealt with more fully in a 
subsequent chapter 

From the long Napoleonic wars Britain emerged supreme 
m industry, commerce and finance But the new era which 
then opened required a roochfication of economic methods, 
though not of principles. A world of relaxed international 
tension called for a more elastic and less crudely monopo 
listic control of trade A tariff system originally devised for 
purely economic purposes, had owing to ivar necessities, 
been, sinolhered beneath the weight and indiscriminate dis- 
tribution of revenue taxes Not manufactures only, but every 
kind of raw material was taxed The justifiable desire for 
self-sufficiency and for the preservation of a balanced economy 
was, m the Com Laws, earned to undue lengths under the 
pressure of the landlord interest There was a strong case for 
lowering and, in many instances, abolishing duties, ns well as 
for negotiating with foreign countnes for mutual reductions 
Much, indeed, was actually done m these directions, notably 
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by Iluskwon, who transformed the raonopol) of colonial trade 
imoas)-!tcmofnio(lcntcnnfi'j»rcferciiccs andb) Peel him 
self Bill the tremendous \Dgue of the ncs^ economic laisstr* 


faciurcs tnd keep down Bntuh wnges, and their class hatred 
oPtlic lo7 squirearchy, combined with social discontent, 
industml degression and hid hincsts to ssseep atva) every 
VTStigc of a guided and plmncd mlional and Imperial 

ctonom) -X 'm4>5 ff7 

Tlic Ticsv policy undoubtedly hid ill attraction for ihii 
country , is ft has for llic t/ni(cd States to*day, m virtue ofour 
predomminl position m industry, commerce and finance 
During Its heyday, j e bciHeen 18^5 and 1875, produced 
more iron and steel, more textdes and, m fact, more miim 
ficiur«l goods of esery kind, than any other country and, m 
most of the great staple mdustnes, than any other two coun* 
tnes together After the American Cinl War sve almost 
monopolised (he world s shipping We were the only great 
creditor power Our llicorctical belief in the system as good 
for the world ivas blended wth a robust economic imperialism 
which bcliCNcd iliat it would help to stereotype the position 
of Britain as the ivorld’s supplier of manufactured goods and 
of ilic rest of the world as producers of cheap food and cheap 
raw malernls 

Nor svas the new policy at fitsl without its attraction for 
other nations, who were inclined for a time to believe that 
Britain s success svas due to it and not to the cconomicstrength 
winch she had previously built up by scry difTcrcni methods 
It »aj abo helped by the genera) conditions of the world, 
most of winch was still unopened and undeveloped, even for 
primary production, and m which industrial production was 
confined to \xry few nations But above all it was helped by 
a purely fonuitous circumstance So long as money was re 
garded as a material substance US existing amoimt limited 
economic activ 1 ty and could only lie prev ented from exercising 
a deflationary cflcct if new gold and silver were mined m pro- 
portion to the development of productive activaty The 



BRITISH IhDUSTRIAt SUPREMACY 2J 

shortage of the preaous metals and our o^vn deflationary 
monetary policy, culminating m the Bank Act of 1844, \vere 
a substantial factor m the long depression \vhich helped to 
bring about the triumph of the Free Trade tlieonsts 
■Within three years of the abolition of the Com Laivs the 
depression was sivept away by the Cahfomian and Australian 
gold discovenes— the greatest economic stimulus to Western 
Civilisation smee the ongmal discovery of the gold and silver 
of the Amenc^ British industry benefited above all because 
Britain controlled the Cahfomian and Austrahan trade, and 
received the great bulk of the gold m exchange for her goods 
With the general revival of mdustry came an enormous 
expansion of railway construction m Europe and Amenca 
England had invented railway's In building locomotives, m 
makmg rails, in laying permanent wav and bndge building, 
British manufacturers and engineers were a generation ahead 
of all the i\orld The whole world wanted railways and 
machinery, and Britain alone could supply them 
Never m aO history had there been such an expansion of 
economic power and prosperity as this country achieved m 
the thirty years that followed the inaugurauon of Free Trade 
Given the trend of public thought and fcelmg at the time it is 
no great wonder that the British pubbe assigned the whole 
credit of this expansion to tlie new policy WTiat had been an 
intellectual theory open to argument soon came to be regarded 
as an axiom of economic saence which it was absurd and even 
immoral to question Protectiorast pohcies elseivhere were 
regarded with complacent contempt as bound to defeat them 
selves and to that extent only calculated to promote Britain’s 
world ascendancy Long after these pohcies had, m fact, 
proved successful, not only m budding up great industnes 
at home and outstnpping us m production, but also m actual 
price competition m neutral markets, public opmion refused 
to believe that the policies themselves had had anything to do 
with the success, or that our own policy could m any way be 
affected either by the example or by the competition of others 
Even when Free Imports were challenged by Joseph 
Chamberlain’s great campa^ there we few of his followers 
ivho disputed fundamentally the underlying doctrine of 
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international economic laaser Jairi Impenal Preference and 
retaliatory protective tariffs sverc generally regarded by their 
advocates as deviations from an accepted ihcor) necessitated 
by special circumstances It was this persistence of the under 
lying free trade assumptions which accounted for the lack of 
sustained conviction on the part of Conservatives in pressing 
forward their policy and for their half apologetic attitude m 
defending it even when, as m the years after 1532, n bad 
proved outstandingly successful 
As for their political opponents, Free Imports were, for 
Liberals, almost a rclig on, and this long renamed true cvcq 
for a large section of the Socialist Party It must always be 
remembered, not only that the Bntish Socialist Party was in 
Its origins an offshoot of the Liberal Party, hut also that the 
whole Socialist economic doctrine was merely an inversion, 
from the angle of Labour, of the abstract capitalist theory on 
which Free Trade was based In any case the Socialist mo^^ 
mcni grew up m an atmosplm m which only the internal 
economic structure of the nation seemed a matter open for 
discussion and in which its economic life m its external aspect 
was taken for granted It is not too much to say that the 
Socialist leaders, as a whole, have only m the last few ffic>jnlu 
become aware of the existence of an external economic prob 
lem or of its relation to domestic policy 
It IS this deep-seated instinctive acceptance of the Free 
Trade theory, created by those wonderful thirty years of the 
last century, that accounts for the attitude of weak compli- 
ance, 6rst of the Coabtion War Cabinet and then, unreser- 
vedly of Its Soaalist sacccssore, towards the Amencan insis 
tence on our commuting ourselves to a reversal of the whole 
course of world economic pol cy since 1879 and to a revival 
of the promiscuous mtcmational trade which prevailed before 
that dat^ although that policy was bound to be fatal to any 
hope of British-^r for that matter Europcan—rccovery after 
the War No one m authority seems to have faced the fact 
that we bad long ago ceased to be m a posttion when such a 
policy could have favoured us 
But to return to the course of my narrative The great 
expansion of the last century was, as I have explained, largely 
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due to the gold discovenes and to their stimidating' effect 
on a world just opened out by discovery and migration The 
fiist serious check came when flie process of expansion was 
suddenly reversed, in its monetary aspect, by the demoneti- 
sation of silver in the seventies Up to that date the ^TOrld’s 
money consisted, not only of gold but of silver, the two inter- 
changeable at a fixed ratio The latter was the sole basis of 
currency m Asia and South Amenca, but was linked to gold 
through the bimetalhc system of Europe and the United 
States In 1873 Germany, finding herself, owing to the unex- 
pectedly rapid payment of the French war indemnity of 
£200,000,000, in possession of a large currency surplus, decided 
to imitate England by going on to a purely gold standard and 
proceeded to sell off laige quantities of silver Political pique, 
rather than any valid econoimc reason, led France to retort by 
closing her mint to the free coinage of silver Others followed 
suit and a landslide started A short sighted notion that we, 
as a gold standard and a creditor country, stood to gam by 
deflation led us to defeat every attempt at an agreement to 
restore silver to its customary position 

The resulting currency contraction led to the most severe 
depression the world had then known The immediate fall m 
the price of all primary products, coinciding with the first 
cffecCve competition from America, threatened European 
agriculture ^vith immediate nun In this country we let 
agriculture go down, and (he whole balance of our national 
life be upset, rather than modif) our theories But Germany, 
France and Europe generally were not piepared to sacrifice 
an industry which they valued, not only for social and 
military reasons, but as the best home market for their manu- 
factures To make sure of this they had not only to protect 
agriculture itself, but also to protect the home market against 
the vigorous dumping of Bntish manufactures by which we 
were for a while able to meet the first effects of the fall m world 
pnees Indiistnal, as well as agncultural, tariffs were raised 
all round 

A monetary contraction was the immediate cause of the 
breakdown of the free trade system towards which, up till that 
moment, we had sail hoped die world was moving But there 
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was no question of a resumption of that movijmcnt \vhen m 
the nineties, the South African gold discovencs Once more M ied 
the currency situation For by then economic Uitcmationalum 
was beginning to go out of favour everywhere except m 
England After the fint enthusiasm for followiiig the example 
which seemed so successful in England, the n^nons began to 
bethink themselves, with List, on whose wntmgs Bismarck 
based his whole economic policy, that it was 4 \cry difTcrcat 
policy which had given her the prc•cmlncncev^hli she was 
so determinedly exploiting They decided that they, too, 
would, at whatever initial saaificc of convenience, build up 
new industncs to strengthen the total fabric of their economic 
system, to increase their populations and to swell their rc\ enues 
Considerations of defence, as well as of mere economic pros* 
psjity^ Iheir jiart Ajmcuhure had to he protecitS as 

the best breeding ground for sturdy recruits aiid as providing 
assured supplies m time of war But more and more modem 
war, on sea and land, was becoming dependent on industry, 
and the control of the great metal industnes vas an essenDal 
element m military preparation 
In high wage democratic countries, on die other hand, 
like the United States and the Bntish Dommioiu, industry w-as 
impossible without protection against the lowe^r iragcs, as vixU 
as against the superior skill, of England Democracy, indeed, 
as It transferred power from capital lo labour, almost every- 
where, except m Britain, naturally swung in favour of national 
employment against international profits where the two were 
in conflict \Vith democracy, too, came social reform, both in 
the form of legislation limiting internal lauitr-fairtf and of 
steadily expanding social expenditure involving continually in* 
creased taxation Both these handicaps to industry, from the 
immediate profit-making point of view, natiu^lly demanded 
some countervaihng element of taxation on competing foreign 
goods An essential postulate of Free Trade had, m fact, 
always been a scale of national and local taxation so low as 


based on the peculiar aptitudes of individuitl countnes for 
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particular products England’s pre-^uunence in iron and 
steel ivas challenged as soon as the Gilchnst-Thomas process 
lirought Germany s iron oies into effective use So, too, 
Germany’s immense dye induslr) was built up on the worh 
of another Bntish inventor, Perkin, displacing not only the 
dyeworks of Britain, butthcindigofieldsoflndia Few, indeed, 
are the mdustnes winch cannot to-day be made to flounsh 
anywhere, if the will to create them is there With science, too, 
came the techmque of mass production, ivith its power of 
over-spill or dumping to secure die economy of e^andmg 
output 

All these \arious factors were themselves only part of a 
new outlook on national life, an outlook which no longer 
regarded nations as mere administrative subdivisions ousting 
for the convenience— or inconvcmtncc-— of the individuals 
who were the only ultimate subject matter of politics and 
economics The new outlook is essentially more scientific 
because it realises tliat there is no such thmg as an individual 
man, apart fi-om the tradition and environment which have 
shaped him, and that histone groupings and associations of 
mankmd in tnbes, races, and states are enduring realities 
with which both political theory and practical statesmanship 
must reckon That outlook has come to stay, is, mdeed, 
growing stronger all the time as scientific, evolutionary, 
biological conceptions influence political and economic think- 
ing It IS only the Rip Van Winkles of nineteenth-century 
thought, m America or here, who talk of economic nationalism 
as due to thedoimnationofcconoimcunreason, as an aberration 
from the true hnc of progress, and who delude themselves 
with the thought tliat it can be exorcised by international 
Conferences or Committees, and the way once more cleared 
lor file economic promiscmly uhiidh is slifi fncir ideal 
Economic nationalism has inevitably become one of the 
dominating conceptions of the present generation, and it is 
only those who arc prepared to accept that fact and to shape, 
guide and moderate it to their oivn ends, who can hope to 
control the future 

In any case the new outlook ivas mcreasingly justifying itself 
by its results For a generation this country maintained its gross 



THE AWAKENING 


32 

total of external trade by finding new markets where old ones 
were increasingly closed to it But iK proportion of world trade 
steadily diminished as protected indiutries elsewhere developed 
into formidable competitors in the export market What is 
more, the character of our external trade changed Our 
exports instead of buying essential raw materials and food 
stuffs were increasingly spent on competitive foreign manu- 
factures Our foreign trade was, in fact no longer properly 
fulfilling the only function for which it exists, namely the 
balancing of our productive energies by securing complemen 
tary imports essential to our industrial production The 
process was dearly reflected m the relative total volume of 
production— llie only real standard ofprospenty— as compared 
with our protectionist compctiton from being supreme 
bc>ond dispute m industrial production we had by the eve of 
the First World War fallen quite definitely into the third place, 
well below Germany and far below the United States 
For another generation after the adoption of protectionist 
policies by most advanced countries wc consoled ourselves with 
the thougiit that they would presently discover their mistake 
In any case we were still supreme where not actually handi- 


particular of Germany the United Stales and Japan, that 
increasingly displaced our exports By 1913 our proportion 
of world manufactured exports had fallen to onc-third and 
by 1938 to less than one fifth Even this figure was very far 
from representing our position in terms of purel) competitive 
prices For it included our Empire trade, substantially half 
the total, m which wc enjoyed a favoured position through 
preference, or, as in the case of niost of the Colonies, through 
administrative and financial control In 1938 the Bntish 
Empire took 32 per cent of its imports of manufactures from 
this country The world outside took 8 per cent That repre 
sented our real competitive position under non discnmina 
tion How weak that position had become was shown in the 
depression of 1931 when our imports of foreign manufactures 
topped the ,^300,000,000 mark and when, but for our Empire 
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trade, we had become, on balance, importers and not 
exporters of raanufactured goods ^ 

Our decline was to some ^tent concealed from us, at any 
rate up to the First World War, by the fact that we had accu 
mulated a vast imcatned income, or invisible export, from 
past capital investment and were, indeed, able to add to it 
from the profits of out still undiallenged position of supremacy 
m finance and shipping It must be remembered, too, that 
the change of outlook and policy to which I have referred, 
had not yet touched ihcsphercofmonctary pobey Money was 
still universally accepted as a substance independent of state 
action Unfettered freedom of investment was still regarded 
as natural long after trade bad been \ery generally regulated 
That this was so was largely due to the fact that the gold 
standird was so handled by (he City of London that it w'orked 
As a creditor country we not only accepted an adverse balance 
of trade, even when injunous to national production, but we 
kept gold in circulation liy steady foreign investment Even in 
1913, with a visible adverse balance of ^14.5, 000, 000, we still 
had a net credit balance of payments of £194,000,000 That 
was more than a sixth of the then total of monetary gold in 
the world A cessation of Briush foreign investment for a 
couple of years would even then have resulted in a w^orld 
economic crisis of the first magnitude 
What was not reabsed was that with the steady change 
in the whole conditions of world trade that control of the credit 
and investment situation could not indefinitely remmii in our 
hands Once it passed into the hands of countries deliberately 
or instinctively pursuing a nationalist economic policy the last 
remnants of the internationalist system built up by England in 

Thar 

will be the theme of my next chapter Meanwhile it is 
important to keep in mind that thesystera only really flounshed 
for about thirty years It did so thanfo, firstly, to the general 
intellectual pieconceptrons of the age Secondly, to the fact 
* In the years immediately preceding 1914 our visible exports paid for 
80 per cent of our imports Over the penod 1930-38, they covered less 
than 60 per cent Even in the boom year of 1929 our exports iverc oniy 
82 per cent of the volume of our 1913 exports In 1937 they only repre 
sented 75 per cent 
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that cfiective political power everywhere was m the hands of 
the capitalist employing and investing middle class Thirdly, 
owing to the extent of the field for development open to a few 
industnal nations in a wholly undeveloped world Last, but 
not least, to the coincidence of its adoption with an immense 
expansion of the monetary basis of the ivorld's business The 
last of these conditions was reversed suddenly in the seventies 
The others all underwent the continuous process of change 
which I have described That bnngs my story to the First 
World War 



CHAPTER II 


AJIERICA UPSETS THE WORLD, 1919-1931 

In the last chapter I mdicated the vanous causes which were 
steadily undermining the economic, political and intellectual 
foundations of tlie mid Victonan world economy m the 
generation preceding the First World War The process was 
enormously accelerated by the War itself Not only iverc the 
chief combatants thrown on their own productive resources, 
to an extent prewously unbelievable, by direct blockade or 
by the ever present shortage of shipping, but the same shortage 
combined, in all the more outlying regions of the world, 
including the countries of the Empme, ivith existing protective 
tendencies to hasten the development of local industncs and 
set up new vested interests against international competition 
More important still the United States, as the chief supplier of 
both munitions and foodstuffs to the Allies, ivere suddenly 
transformed from a debtor into the greatest creditor m the 
world on commercial account alone on top of which they 
became the ultimate recipient of the greater part of the 
exaggerated indemnity imposed upon Germany 
The foundations of tlie whole nineteenth century economic 
system were undermined But the last to reahse this ivere the 
statesmen who ivere responsible for the peace settlement and 
for the control of affairs dunng the next few years They could 
only think in terms of a speedy return to the normal , and 
their conception of the normal was coloured by the general 
internationalist outlook and phrascolc^ still dominant at the 
end of the W ar as w ell as by the accident of their own personal 
political traditions Once more, under the influence of 
Geneva, frontiers were to lose their importance, and economic 
nationalism would fade atray as pohtical nationalism would 
lose its meaning m a world govraied by the system of col- 
lective peace Throughout the peace discussions, and at all 
the conferences which succeeded, not to speak of the meetings 


35 
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of the League itself, ii was bad form to express any vle^^•s on 
economic questions which were not, m principle, Internationa 
list The world was assumed to have gone back, not merely 
to 1914, but to before 1879 Protection was a concession to 
local and temporary difficulties Free Trade was the obvious 
ideal 

It IS one of the disadvantages of the system of public con 
fercnces that statesmen feel obliged, m attuning themselves to 
the conference atmosphere, and m order to help to arrive at 


thing any country wished to do, or could afford to do, after 
the IVar was w Imcf its orrrffi As for the new nations 
created by the War, ihcir one object after the peace was to 
confirm and strengthen their hard won nationaht) in the 
economic field, and to break aD economic links that might still 
keep them in dependence upon their former rulers 
In one field alone were the internationally minded to secure 
a victory— a more than Pyrrhic victory Economic national- 
ism before the War had not begun to encroach upon the 
domain of financial and monetary policy The great banking 
fraternity everywhere v«re still completely internationally 
minded, so fir at least as ihcir own activities were cDnccmcd 
For their purposes the cwstcncc of a single world monetary 
s)'stcm was so obviously convenient that they could hardly 
conceive of any other object of policy being deliberately 
pursued By a monetary system they meant the Gold Standard 
to which they had been accustomed and which had w-orked 
very well m their pre-War eitpericncc, 1 e , since the South 
African gold discoveries had redrased the currency shortage 
and depression which had resulted from the demonetisation 
of silver Few, if any of them, indeed, had conceived the 
possibility of any other system, or had advanced far enough 
in economic thinking to comprehend that gold, in itself is 
not an ultimate measure of value Their simple faith m gold 
and disbelief in the possibibty of a scientifically managed 
currency system were naturally only enhanced by the catas 
trophic results of reckless currency inflation in Germany and 
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m Other countries after the War Thanb to their efforts— 
and every^vhere governments r^rdcd them as experts whose 
advice could not seriously be questioned— the ciiief countnes 
of Europe returned to the GoM Standard in 1925-25 We ied 
the van, childishly proud of doing so at the old gold parity, 
and thus enabling "the pound to look the dollar in the 
face’ 

Never was a more fatal step more Iighthcartcdly taken, or m 
greater ignorance of what it involved It is true that at Genoa 
in 1922 there had been warnings that a return to the inter- 
national Gold Standard presupposed a greater measure of 
international trading and a better balance of international 
payments But there was no realisation of the extent to which 
the change m world indebtedness and the set policy of the 
leadmg countnes concerned had increased the difficulties 
and dangers of restoring a “normal ’ system which, in fact, 
had always been a highly artificial one I pointed out in the 
last chapter that the world Gold Standard had worked 
smoothly before the War for the simple reason that there was 
still only one substanual creditor on total balance of payments, 
England, and that this creditor was steadily and consistently 
prepared to cancel her credits by the purchase of goods— 
regardless of the effect of that purchase on national pro- 
duction— or to postpone tlicm by reinvestment 

Since then the control of the situation had passed into 
American hands In 1930, to take a typical year after the 
restoration of the Gold Standard, the world was under 
obligation to pay the United States about ^(1328,000,000 Of 
this sum, ^156,000,000 was on account of the balance of 
American export trade, ,^122,000,000 was interest on com- 
mercial loans, ,^50,000,000 represented governmental war 
debts At that moment, of a world total of ^2,095,000,000 of 
monetary gold, over ;fi, 000, 000, 000 was already in the 
United States, another ,^500,000,000 in France (the only other 
country m a position to accumulate gold) This left less than 
,((600,000,000 to provide the currency reserves (at 40 per cent 
of the currency in circulation) of the rest of the world, and to 
meet the ever increasing annual payment which America, 
under the conditions of the Gold Stan^rd system, was entitled 
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to demand m gold, or rather, had to receive in gold if she was 
not prepared to go out of her way to take it m some other form 
That the restored Gold Standard did not break down from 
the very outset was mainly due to two circumstances One was 
the enormous expenditure of Americans, during those years of 
prosperity and prohibition, on foreign travel (jfi66,ooo,ooo 
in 1 930) The other was that American financiers, encouraged 
by the Federal Reserve authorities, managed for several yean 
to persuade the American public to embark upon the un 
wonted experiment offoragn investment on a colossal scale 
When these counteracting influences were suddenly wth 
drawn as an incidental consequence of the great American 
spcculativ'c slump there was nodung to stop the draining away 
from every country of its available gold This meant every- 
where, on the pnnciples of the international Gold Standard, a 
restnclion of credit and currency, and a consequent fall in 


creditors and debtors, and altering the whole basis of calcu- 
lation upon which every business enterprise— whether farm, 
or factory, or even government— was conducted, could only 
end in a general ensis By the middle of 1931 the cnsis was 
fast coming to a head Prcmomtoiy' trouble m Austna and 
other countnes was followed by the imminent collapse of 
Germany, which was only enabled to remain, even nominally, 
on the Gold Standard by a moratorium on all war debts and 
reparations payments — subsequently extended to all German 
external obligations Withm a few weeks we were drawn into 
the crisis our jdves 

Our own economic position had for some time been growing 
weaker More than m any other country the bankers m 
fluence had been exercised with disastrous effect A policy 
of drastic deflation had enormously increased the real burden 
of our internal debt while pretending to reduce it At the same 
time it directly penalised our export trade Indirectly the 
attempt on the part of employers to adjust nominal \vages to 
falhng prices led to endles industrial conflicts, of which the 
greatest and most nimous, the long-drawn coal stoppage of 
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1926, was the almost inevitable consequence of the extra turn 
of the deflationar) screw applied in ordci to return to the 
Gold Standard at the pie-War panty m 1925 On top of all 
these difficulties the policy of free Imports~by then a sheer 
msamty~was continued by the immense power of inertia, 
and by the inter play of party politics 
While all the world, after a severe but brief set-back at the 
end of 1920, was rapidly recovenng after the War, and had, 
indeed, effectively recovered before the inauguration of the 
fatal Gold Standard experiment, we continued in a state of 
relative depression throughout From 1921 to 1929 we alone 
suffered from heavy chronic unemploynmnt, the figures only 
once m all tliose years falling just below the million mark 
More and morc^ in our own home market as ivcll as abroad, 
we ivere being displaced by our competitors In 1931 our 
imports of foreign manufactures topped the ;^‘300,ooo,ooo 
mark, and, but for our Empire trade, we had become, on 
balance, importers and not exporters of manufactured goods 
By far the most serious feature of the situation was the dis 
appearance of our net balance of payments, which had fallen 
to ;£39 ,ooo,ooo in 1930 and to an actual adverse balance of 
over £100,000,000 m 1931 In spite of this the habit of long 
term oversea investment was steadily maintained, even in tlie 
absence of genuinely realised earnings to invest, largely by the 
use of short term money left m London by foreigners who found 
they could get good interest rates combined with what they 
beheved to be the very maximum of security That belief was 
shaken by the publication, at the end of July 1931, of the May 
Report, a document which, m effect, did little more than focus 
attention on the already well known fact that the government 
was not, stnctly speaking, attempting to balance expenditure 
by revenue Foreign investor took fright and began with- 
drawing their money— m gold, as they were entitled to do 
Neither a £50,000,000 loan raised m France and America by 
the Bank of England, nor the formation of a Coabtion Govern- 
ment, nor a further £80,000,000 loan by that government, 
could stay the “flight from the pound”, and on September 
2 ist England went off the Gold Standard, 1 e , ceased to regard 
herself as obhgcd to continue to exchange sterbng into gold 
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at the fixed figure of £3 17J loU sterling an ounce Her 
action was followed automatically b> such portions of llie 
British Empire as ucre permanently hnied to sterling, 1 c , 
East and West Afnea, Malaya and the \Vcst Indies, and 
deliberately by India, Australia, Neis Zealand, the Irish Tree 
State, Egypt, the Scandinavian countries, Portugal, Japan and 
Argentina The attempt to restore a world monetary system 
had collapsed 

For anyone who tvishcs to understand how the vagaries of 
America a immense dymamic economic momentum brought 
about the world crisis of 1931 and how the nations managed m 
their several ways to rctncv'c themselves I can only rccom* 
mend a close study of a remarkable report on The United 
States m the World Economy issued m 1943 by the United 
States Department of Commerce, and, fortunately, rcpnntcd 
by our own Stationery Office early m 19.^ (2/-) Space will 
only allow me to summarise the mam outlines of the story 
which It relates and to give its mam conclusions But I liatt 
inserted sufficient references to the British edition of the actual 
report to help tliose who may wish to look more fully into the 
question They will find m it, I think, \ conclusive warning 
against the folly of linking ourselves up m a revived version 
of the intcrnaCionahst system with so immensely pou'crful 
and so uncertain a partner as the United States 

The story begins with the immediate post-war boom m 
1919-20 and Its abrupt reversal by the sharp recession m 
business activity in the United States ’ townr^ the end of 
1920 From this, other counincs were enabled, according to 
the authors of the Report (pp 3 4), to make a rapid recovery 
because the international Cold Standard had not yet been 
restored and they were thus able to avoid internal deflation 
by getting nd of their gold stocb or by depreciation 

The years from 1922 to 1929 were marked, despite internal 
currency disorders, controversies over reparations and war 
debts, and some growth of tariff bamers , by world wide 
economic expansion The restoration of the Gold Standard 
was generally earned out and made possible by an immense 
volume of American lending, cnrouniged by the United States 
Government and pushed vigorously by American financial 
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houses attracted by high interest rates In the four yeais 
from igsS to 1929 America poured between $7,300,000,000 
and $7,500,000,000 into other countnes, more particularly 
into Europe Most of this investment, indeed, took place 
before the middle of 1928, when the attraction of the domestic 
boom deflected Amencan interest from other markets There 
was a slight reiival m 1930, in the earlier phase of the Ameri- 
can slump, but from then on practically the whole Amencan 
support of the European economy was withdrawn On top 
of It there was an almost equally complete suspension of the 
immense Amencan expenditure on tourist traffic and of home 
remittances by European workers m Amenca (pp 71-9) 
A sharp upward revision of the Amencan tanff m 1930, by 
the Hawley-Smoot tanff, only aggravated the disequilibrium 
The measure of the reversal of policy is shown by a graph 
(p 6) giving the total excess of dollars supplied by the United 
States through new investment abroad and purchases of goods 
and services over debt service payments to the United States 
as $6,500,000,000 m 1929 and $1,500,000,000 in 1932, a 
shrinkage of 77 per cent 

Against the tremendous momentum of these unforeseeable 
fluctuations on the part of the Amencan economic system, 
which already in 1929 equalled, both m industrial production 
and m money income, the economic systems of the world 
added together, the individual nations were at first helpless 
Paralysed by their reluctance to abandon the Gold Standard, 
their "endeavour to defend their exchange panties and 
reserve positions let the task of readjustment in their external 
demands fall m full force on their internal economic life, thus 
strengthening the forces of depression and deflation through- 
out the world generally” 

In the end they were forced to take the remedy into their 
own hands, and, by one method or another, to get nd of the 
whole automatic system based on die Gold Standard and the 
Most Favoured Nation Clause Hie Gold Standard was 
abandoned, tanffs were raised, direct trade and exchange 
control was used to keep trade within selected channels and 
hnut It to the available supply of exchange, while preferential 
and commercial arrangements fostered trade between those 
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directly participating, and diverted it from other sources of 
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which, like Canada for instance (p 195), \\fcrc ‘ perforce 
heavily dependent on the United States market” 

‘ The record of the thirties demonstrated that foreign 
countries, save for those narrowly dependent on the 
Amencan market, could adapt themselves, after initial 
senous disturbance, to a rdativcly low level of exchange 
with the United States and yet attain a substantial internal 
prosperity and promote their trade with each other’ 

‘ In general, the most successful adaptation tvas achieved 
by countries that dqircciatcd their currencies and ther^ 
after were able to punuc policies of monetary ease or to 
adopt more positive measures of economic expansion with* 
out the necessity of defending rigid gold panties The 
members of the sterling bloc were, on the whole, out* 
standing They not only attained, for the most part, their 
pre-depression levels of production and income by 1935, 
but also maintained virtually complete exchange stability 
among themselves, once the realincmcnt of their currency 
ratios had been made dunng the depression, without 
depending on exchange controls or other intricate measures 
of direct intervention m the trading mechanism ’ 

Not only was recovery rapid and far reaching m the coun 
tries svhich had recourse to these measures of total or partial 
insulation, but it was more rapid, more complete and steadier 
than in the United States (p lo) \Vhcrcas under the inter- 
national Gold Standard and Most Favoured Nauon 5>’Stcra 
set up m the twenties the mere cessation of American invest- 
ment had spelled disaster to the world, the world was able, 
wthout detriment to its own recovery, and evidently without 
help to the Amencan economy, to retransfer capital to Amcnca, 
between 1934 and I93g,totheextcntof£6,ooo,ooo,ooo {p 7) 
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Nor, svhen -a second severe depresion set m m the United 
States in 1937-38 were other countries affected to anything 
lihe the same extent 

The authors of the Report, it must be remembered, were 
themselves believers in a smglc international trade and 
investment system and were, indeed, appointed by a govern* 
raent whose whole policy m every held has been dominated 
by the determination, by hook or by crook, to force the system 
upon the world and, in particular, upon ourselves But they 
realised tliat it could orfy come mto effect, without disaster 
to the rest of the world and to America, on certain conditions 

‘ A world economic structure or^msed on the basis of 
equal treatment and with large scope for free enterprise 
cannot be maintained in the face of such reductions in the 
supply of dollars as have occurred in our international 
transactions in the past Unless the supply of dollars is 
more adequate to meet the requirements of other coun- 
tries, they assuredly will insist on their nght to exercise a 
close selective control over the use of the amounts available 
and to promote more intensive relations with third coun- 
tnes under preferential trading arrangements And unless 
dollars are made available with greater regularity than in 
the past It would be both unjust and unwise to demand tlic 
removal of rcstramis and controls largely designed to 
protect the internal economics of other countries against 
external shock and pressure (p 13) ” 

“Moreover, as domestic factors appear to have been 
chiefly responsible for the violence of our economic fluctua- 
tions m the past, so the remedies must be found largely 
throuj'h the development of a sounder internal economic 
and financial structure (p 14) ’ 

“By way of final conclusion, based on the expenence of 
the entire inter-war penod and strongly reinforced by events 
towards the end ofthcpcnodjitisch^ that— whatever may 
be the other requirements— stability in international 
economic relations generally and m foreign exchange 
rates in particular, cannot be assured solely or chie% 
through techmeal financial arrangements, but must be 
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(irmly based on a vigorously and regularly functioning 

domestic economy {p aoo) ° 

What guarantee is there that these conditions of internal 
economic stability in the United States and consistency m 
American external expenditure or investment are likely to be 
fulfilled’ The authors of the Report had no suggestions to 
offer m this field They simply noted that on physical pnn 
ciplcs ‘ force is equal to mass multiplied by acceleration 
and that the immense ‘mass’ ofthc United States m the world 
economy had so far been accompanied by an amplitude and 
vigour of industrial fluctuations considerably more pro 
nounced than in fo-'* — - - l„ js , 

envisaged by Brett 
Standard tied to 

stability, but at fixity of cxchan^, or the Amcncan com 
mcrcial policy for promiscuous mtemational trade with its 
veto against all economic co operation between nations 
afford any adequate insulation against the devastating effects 
of internal economic fluctuations m the United States, whose 
‘ mass ' and ‘ momentum relative to the rest of the world 
are now far greater than even in the inter war period’ Will 
the relatively small sums available through Bretton Woods 
have any adequate effect to counteract the ‘mass and 
‘ momentum ’ of uhat free Amencan citizens will decide to 
do with their money by way of investment, purchase or 
travel’ Will the mere reduction of the American tariff afford 
any guarantee of a really adequate and steadily maintained 
increase m the sum total of Amcncan imports’^ Gan anyone 
contemplate the terrific economic and political issues which 
the New Deal and the War have raised m American life and 
imagine, for one moment, that the future course of American 
economy, internal or external, will be that smooth, consistent 
far sightcdly planned and self retrained affair which the 
Report postulates as essential to the working of an inter 

‘Between 1937 and 1938 United States income fell by 11 per cent 
But imports fell by 36J per cent an indication of the devastating effect 
relatively minor fluctuations ut the Amencan economy can have on world 
trade irrespectve of the level of the tanff 
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nationalist world order’ And if not, tlien is it not sheer mad- 
ness for the nations of the world, or of the British Empire and 
Commonwealth, to abdicate beforehand their light to insulate 
themselves by any and every appropnatc method from the 
ovenvhelming impact of the fluctuations of the Amencan 
system, whetlier singly or m combination with each other’ 
The policy which Washii^on has been trying to force upon 
us IS a sheer death-trap from which wc must at all hazards 
extricate ourselves 

The American Department of Commerce may have hoped 
for a Report which ivould give its unquestioning blessing to 
the official American policy, since embodied m Bretton 
Woods and the Washington Commercial Proposals, as 
amended at Geneva, of a restoration of the automatic and 
non-discnimnatory—i c , promiscuous and unregulated- 
economy of the mneteenth century If so, then the pains- 
takingly honest autiiors of the Report were indeed Balaams 
m disguise If they did not direcdy curse tlie policy which 
they were invited to bless, they made it clear that it must 
prove disastrous to all concerned, including America, unless 
accompanied by conditions whose fulfilment is left, so far as 
the Report is concerned, in the realm of pious aspiration 
And if they did not directly bless the fonnation of substantial 
nation groups bound together by mutual preferences and 
currency arrangements and thus effectively insulated against 
the tidal waves of Aracncan economic vagaries, their statistics, 
facts and, indeed, their whole argument point iircsistibly to 
that conclusion as the obvious path of safety 
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THE DISCOVERY OF STERLING 

The USE of the precious metals as money, le as -i measure 
of value, easily stored and Almost indestructible, exchangeable 
mto goods and services of a]} kinds, has made an immense 
contribution to civilisation From earliest times the desire 
for gold and silver ^vas so universal that their use became even 
more important for the purposes of international than for those 
of domestic trade As commerce and banking extended other 
temporary forms of money— bank notes, cheques, bilU 
of exchange etc —were devised But they were all ultimately 
based on the assumption of their legal convertibility on de- 
mand, or at T given date, into mcuUic money To this dayj 
indeed, a British bank note for £i bears on the face of it the 
statement that it is a ‘Promise to pay the Bearer on Demand 
the sum of One Pound, ’ a statement completely meaningless 
m Itself, as the only way m which the Bank of England could 
legally meet the demand is by the tender of another £i note, 
but charactcnstic of British conservatism m the preservation 
of obsolete forms 

All the same, as I pointed out m Chapter I, a system under 
which the quantity of money available could not be adjusted 
to national or even world producine needs, but might be 
rigidly limited by the absence of fresh mining developments, 
or even reduced by arbitrary factors, suffered from grave 
inherent disadvantages It has throughout the ages acted as 
a limiting and at times even severely rcsinctive factor on the 
progress of avihsation ^ Historians arc agreed that the ex- 
haustion of the Spanish silver mines and the steady dram of sil- 
ver arising from the trade with India had no small part, 
tlirough the progressive deflation and fall m pnecs uhich 

' The use of substances ofintnns cvalue as the matcnals of a currency, a 
a barbarum a remnant of the conditions of barter In proportion to 

the extension of aviluation and the increase of trustworthiness in genon- 
ments it will cease — J Rtfsxis 
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resulted, in the decline of die prosperity of the Roman Empire 
and in the internal weakness whidi brought about its collapse 
Our modem European economic world, on the other hand, 
largely came mto existence through the influx of precious 
metals which followed the discovery of Amenca In the last 
century we have had, on die one hand, the great stimulus of 
the currency expansion of the Cabfoniian and Australian gold 
discovenes and the steadying influence of the lai^e continuous 
output of gold from South Africa, and, on the other, the two 
calamitous depressions resulting from the demonetisation of 
silver and from the more recent Amencan action of suckmg 
gold out of the rest of the world and then burying it The vast 
bulk of the world s stock of gold is, m fact, to day demonetised 
and I can see notkmg in Bretton IVood? or m the Geneva Draft 
Report that would indicate any prospect of its rcmonctisatron 
or of any real cspansion of world trade and production to 
follow 

Modem economists, indeed, have incrcasmgly pointed out 
that, given sufficient confidence in the honesty and capaaty 
of the issuing authonty, a monetary system which can be 
expanded or contracted to meet die needs of national or world 
economy and so preserve the stability of the price level, would 
be the ideal to aim at They would go even farther and affirm 
that it would pay a nauon, or group of nations, to saaifice the 
convcmence ofpanty of exchange for the vital importance of 
a stable internal pnee level The inconvcmencc of fluctuating 
exchanges, due to the absence of an mtcrnational monetary 
system, is a real one, and very obvious to all who are engaged 
m international trade and finance But the mconvenience 
does not extend to domestic transactions, nor to transactions 
with any other country whose cumsney system 15 Jinked to 
ones own Even in general mtemational trade jt can be 
largely obviated by forward buying or insurance On the 
other hand, a change m the value of money in terms of goods 
and services, while far less obvious at any given moment, is far 
more dangerous, because it alfects the whole foundations of 
productive enterprise and the very structure of soaety In 
the words of the Report of the Macmillan Comiiuttee (para 
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‘ Violent pnce changes initiate social as «ell as 
economic disturbances which leave no part of the national 
or international order unaffected A study of history 
would, “ *'‘•1 - » - < 

m the 1 
m the f 

workers, peasants and tax gatherers, that the mam secret of 
soaal trouble is found The problems thus raised tran 

scend in importance any other of our time and generation 

The Macmillan Report, a remarkable and, indeed, pro- 
phetic document, was m the hands of the Bntish Government 
m May 1931, and of the pubhc some weeks later The course 
of events, both m the financial and m the political world 
during subsequent months would suggest that neither the 
Government, nor the Opposition, nor, least of all, the bankers, 
had read or understood it For that matter it would be well 
worth studying again by our rulers— and by the Americans— 
before we invite a repetition of the catastrophe which the 
Report fore-shadowed so dearly on the c\e of its occurrence 
To return to 1931 I have already m the previous chapter 
desenbed the desperate efforts made to avert that abandon- 
ment of the Gold Standard which was regarded by the Bank 
of England, and by the City generally as a catastrophe little 
short of the end of the world The bankers panic communi 
cated Itself alike to Government and Opposition An emer- 
gency Government was formed to save the country, if not the 
world, from what a few iveeks later was univcnally recognised 
as the best thing that could have happened 
It was, indeed, the b«t ihmg that could have happened, 
not only in its immediate elTects, but because it led to the most 
momentous event in the history of world currency, namely 
the discovery of sterling as a self contained measure of value 
To our complete surpnsc we found that the assumption of 
gold convertibility, on which we had built up an exchange 
system covenng all the Empire, except Canada, and not a few 
other countnes, was in fact quite superfluous No longer a 
mere superstructure resting on gold, sterling stood by itself, 
a mighty Bntish oak, sohdlj rooted in Bntish industry and 
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Bntish mtegrity, casting its sheltering branches over a great 
part of tlie world, and all the stronger and healthier for our 
having cut away the choking and restricting embrace of a 
rigid Gold Standard Accidentally and in spite of our own 
desperate efforts we found ourselves m control of the ideal 
monetary measure of value which theorists had dreamt of, a 
measure of value self contained enjoying immediate exchange 
panty witli a very large part of the world, practically as good 
as gold m the range of products it could secure at that parity 
and far better than gold in the fact that its volume — and 
therefore the sterling price level — could be freely adjusted to 
meet the needs of production and trade 
Nor was the change over from gold to self-contained sterling 
accompanied b)’ the disastrous nse in pnccs which the pessi- 
mists had predicted On the contrary, the proportion of our 
essential supplies which we drew from sterling sources was 
already so substantial, and the need of those outside tlie 
sterling area to sell to us so great, that stcilmg prices 
governed the situation Theyremamed practically unchanged, 
while the gold countries went on shdmg to\vards ever falling 
prices and ever greater difficulties The mistake, indeed, 
was that the Government and, iwt least, Mr Neville 
Chamberlain, as Chancellor of the Exchequer, though somc- 
ivhat half-heartedly committed m Parliament and m confer- 
ence witii the Dominions both m 1932 and m 1933, to res- 
toring the wholesale pnee level m accordance with the recom- 
mendations of the Macmillan Report, were not prepared to 
follow up their professions by any clear-cut policy of action 
Australia and New Zealand had, indeed, given a lead by 
their previous devaluation of their own cuiTcncics, and came 
through the worJd depreswon better than any otJier countries 
(except Sweden and Portugal which independently pursued 
similar policies of reflation) President Roosevelt went even 
further to avert the disaster which Amencan demonetisation 
had brought upon his own country, as well as upon the world, 
by suddenly cutting the gold content of the dollar m half 
British reflation might with advantage have gone further than 
It did Still even so we made that remarkable recovery to 
which the Amencan Department of Commerces Report 
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bore such eloquent testimony Nor was there subsequently 
any excessive difficulty m preserving a working parity of 
exchange between sterling and gold through the operation 
of the Exchange Equalisation Fund 
Immensely important as was the contribution which the 
new monetary system made to our recovery before the war it 
was far exceeded by the service it rendered dunng the war 
Outside the sterling area we received invaluable assistance 
from Canada’s generous, and unconditional, gift under Mutual 
Aid and from Amencan Lend-Lease, coupled as it was with 
stipulauons whose full purpose is only now gradually being 
revealed But we could never have won through without the 
addmonal ,(^3,500,000,000 and more of goods and services for 
which we drew on the sterling area (or to a mmor extent on 
certan countnea which iverc prepared to take sterling as 
payment on special conditions) k^iat is more this assistance 
involved no exceptional special concessions or stipulations It 
was secured, as it was received, by payment m sterling 
To understand the nature of these transactions it is necessary 
to keep clearly m mmd the method by which the sterling sys- 
tem works. It IS essentially the same as the method by which 
the old Gold Standard was workwl, only substituting stcrlu^ 
sccuntics or credits for gold as the basis of the cuntncics of 
the countries attached to it When a British purchaser buys 
from a country like India he pays m sterling to the account of 
the Indian Resene Bank which issues rupees to the Indian 
producer India’s currency and her sterling holdmg are 
expanded When India buys from us the purchaser pays in 
rupees to the Reserve Bank which pays out sterling here, both 
Indian currency and reserve are contracted In the case of 
India w drew upon her for vast amounls of faj, juto, Judes, 
manganese, etc , as well as for military equipment of every 
kind Payment only accumulated here, and was tcmporanly 
held m sterling sccuntics or cr^ts, because the shortage of 
shipping, as tvcll as thS preoccupation of our industries with 
war production, prevented India from using it to satisfy the 
needs of her consumers Where there were obhgaPons here 
available for redemption, m the shape of over millions 
of Indian Government or Indian rafiway securities, she paid 
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m cash The working of the system was greatly strengthened 
and unified during the war by a voluntary agreement among 
the sterling area countries to pool their gold and dollar 
earnings and only to draw on them for essential war purposes 
To talk of the sterling balances held by countries in the 
sterling area as a debt, comparable in character to our in 
debtedness to America, is an utterly misleading confusion of 
thought caused by the persistence of out of date monetary 
conceptions The problem is not, as it was in the case of our 
American debt after the last war, one of finding by definite 
instalments, large amounts of a foreign currency or of gold 
It is only one of honounng a currency which we have ourselves 
created, when and if m Ac course of trade and development 
holders of sterhng want goods which we can supply Or rather 
nhich or any other membem of the sterling area 
can supply For India s sterling credits arc just as much 
available for buymg cotton from East Africa or wheat from 
Austraha as for buying machinery from here The confusion 
IS due to still thinking of sterling as something ultimately re- 
deemable in gold instead ofbaving, so far as the sterling area 
IS concerned, replaced gold If under the conditions of the 
old Gold Standard, we had paid out large atuounts ofgold we 
should not have whined about Ac danger of bemg possibly 
obliged to supply goods for Ac return of Aat same gold if 
tendered to us We should have rejoiced at the Aought that 
there was so much purchasing pewer about to stimulate our 
productive energies or Aose of o Aers 
Here again the supenonty of sterling over gold lias been 
manifest 7716 sterhng we have issued was issued m proportion 
to the immense additional effort put out by Ae Empire and 
Ae rest of Ae sterling area The sterling Aat wdl eventually 
come back to us will come back in proporPon to the production 
which IS asked for and which we are able to supply The so- 
called Sterling Debt will prove, m Ae long run, noAmg more 
Aan a potential reserve of purchasii^ power which Ae war has 
injected into Ae countries of Ae sterling area, and which can 
exercise an mvaluable esqiansioiust effect on the whole area— 
and, for that matter, indirectly on Ae world as a whole— 
when and as Aat expansion is needed 



52 the awakcnino 

It IS, I ' J I r L, t t. 1 , 

governme 
commun(( 

quanuties of goods for no return in the goods ire need, 'and 
that payment far them m sterling will only aggravate the 
situation by inflation As regards inflation that tan always be 
kept down by ordinary Bank of England control over the note 
issue The rest of tlie argument is based on a complete mis- 
understanding of the actual situation and of us prospects 
Goods can normally, as distinguished from the immediate 
post'war situation, only be supplied for sterling as and when 
the holders of staling tvant the goods and as and when we are 
m a position to supply them * 

India, for instance, is not going to rush on to our market 
for everything we can produce regardless of the interests of 
her om economy merely because her Reserve Bank is a large 
lioldcr of sterling For one thing that sterling is not all free 
A minimum of 40 per cent m the case of India (and of too per 
cent in the c uc of Iraq and the Colonial Currency Boaids) 
must be retained as resersc against issued currency For 


likely to allow India to be flooded with British cottons merely 
because the Reserve Bank could find the sterling to pay for 
them What India needs from us, to such extent as we can 
supply It, IS capital equipment TTus inevitably takes tunc 
not only to supply, but to inslal The great hydro-electnc 
schemes envisaged m India need much surveying and subse- 
quent masonry work before the power plant is actually m 
stalled In any case I can imagine no more useful demand 
from our point of view than that for capital plant, requiring 
not only immediate skilled production, but priming the pump 
for further orders for extension and repairs 
But India, or rather indivxluals m India, also urgently 
want to sell, and to sell things that wc want to buy If is no 
consolation to the Assam tea planter to be told that "India ’ 
could do without the export of tea in view of her sterling 
surplus He must sell his tea ui countries that want tea like 
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England or Australia, and is quite content to receive in rupees 
the sterling acquired by the Indian Reserve Bank The 
ultimate liquidation of our sterling obligations may take an 
almost indefinite time, m the course of which the expansion 
of mutual trade withm the sterling area will have been 
continually sumulated The one condition of so mutually 
advantageous a solution was that we should have done nothing 
that could tn any way impair confidence in sterling 
That is the broad permanent position There was an im- 
mediate situation of no little difficulty ansmg, not from any 
defect m sterling arrangements as such, but from the urgent 
material needs of all the countries concerned and from their 
sheer physical inability, for the time being at least, to meet 
those needs in full It was obvious that we should all have to 
go outside the sterling area for a large part of our immediate 
requirements, m India s case, for instance, of capital goods 
for reconstruction, m ours of foodstuffs and raw raatenals On 
the other hand an immediate breaking up of the dollar and 
gold pool and an uncontrolled scramble for dollar goods 
would only have resulted in defeating that object by depreci- 
ating sterling and so impairing the value of the mam assets 
of sterling-holding countnes The problem, therefore, m 
one of securing agreement with other sterling holders, firstly 
not to throw an excess of sterling on our market before they 
could supply oui more urgent needs, secondly, to limit our 
purchases outside the stcrhng area in such a fashion as to 
enable the most indispensable needs of each to be met without 
impairing the total value of our sterling assets or postponing 
unduly the return to fixx convertibihty at a suitable rate 
Such agreement was, indeed, indispensable as the sterling area 
IS a purely voluntary association Unlike Bretton Woods each 
member of it is free at any time to alter its rate of exchange, 
as Australia, and New Zealand did in ig^o—or to drop out alto- 
gether Like the British Commonwealth itself itis held together, 
not by a paper constitution or acentralised governing body with 
arbitrary powers, but bymutualmterest and mutual confidence 
It had of course, always been obvious that the pool arrange- 
ment could not continue mdcfimtely, and that, in future, 
sterling countries tvould be free to spend at least their current 
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camings of outside currcnqr on outside purchases The onlv 
question was how much beyond this i^ould it be m the common 
interest of all of us to purchase outside That is a matter 
which should have been settled as betivecn the sterling coun- 
tnes themscKxs The same should have appbed to the rate at 
which the post-war convcrtibiLty of sterling should have been 
fixed The war had, indeed, created a unique opportunity for 
converting the management of the sterluig s)’stcm into a 
real partnership in which all the sterling countries could hate 
had a voice Instead of that \sc treated the question as 
entirely between ourselves and the United States For the sake 
of the loan we agreed to conditions deliberately designed to 
break up the sterling sjistcm We pledged ourselves to the far 
mfenor Bretton Woods scheme and to convcmbiJity at the 
wholly unreal figure at which sterling happened to stand m 

' « Jn , 


upon the loan itself and of the consequent panic susjwmiuii oi 
sterling convertibility m 11 be related m a subsequent chapter 
That brings me to one of the most unsatisfactory features of 
the Washington Loan Agreement Our negotiations in 
pursuit of the mistaken tactics of appealing to American 
sentiment by dwelling on our hardship and sacrifices, put in 
the very forefront our immense * indebtedness to the sterling 
countries This very naturally gave the Americans, eager to 
do anything they could to break up the sterling system, a good 
excuse for insisting that they could not be expected to help us 
unless our other "crcditon” also obliged Our Government 
was consequently put m the position of having declared that 
it ‘intends to make agreemenU” for an early settlement with 
the various sterling coimtncs covering not only the release of 
balances for free convertibility immediately or over a period 
of years, but for the “adjustment” of the rest as a contribution 
to the settlement of war and post-war indebtedness and m 
rccogmtion of the benefits which the countries concerned 
might be expected to gam from such a settlement 
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It would be interesting to tnow whether our negotiators 
gave any indication of how such an adjustment was hkely to 
be viewed by the countries concerned or what attention they 
were likely to pay to our suggestions I must again point out 
that ive are concerned not with debts between governments, 
but with assets held by banks or currency boards received in 
payment for goods and services and standing in reserve against 
currency actually m arculahon It is therefore not a question 
of askmgfor the scaling down of an unpaid debt, but of asking 
for a refund of what from the holder s jKnnt of view are assets 
acquired at the cost of great sacrifices It may well be that the 
terms of our mihtary agreement witli India might reasonably 
be interpreted by mutual consent so as to include a fair share 
of the cost of the Burma campaign as part of the local defence 
of India But what other adjustment is Indian opinion likely 
to consider itself justified m making^ What applies to India 
apphes equally to other mdependent governments It would, 
indeed, appear as if all this question of scaling down has, 
apart fixira a generous, but csscnfiajjy urelct ant gesture by 
Australia and New Zealand m writing down ^20, 000,000 and 
;^ro,ooo,ooo of their balances, now subsided into the back 
ground in view of the ‘nothing doing attitude of India and 
Egypt All the negotiations that have taken place have, m 
fact, concentrated on the one question that matters, namely 
the rate at which sterling might be released as convertible on 
to the open market to smt the ne^ of the countries concerned 

The United States Administration has been determined, if 
It can, to wreck sterling, the only really modern and essentially 
expansiomst monetary system in the world, in order to substitute 
Its own obsolete monetary theories as embodied in the 
thoroughly restrictive Bretton Woods scheme Our Govern 
ment have gone a long way toivards helping them to achieve 
their purpose All tlie same I am disposed to think that, what- 
ever the eventual outcome of the present crisis, the essential 
soundness of sterlmg will enable it to survive the shocks to 
which It has been so unnecessanly closed, and that the ster 
Img system will remain m effective and fruitful operation even 
if Bretton Woods should only be remembered as one more 
internationally blessed fiasco 



CHAPTER IV 

IMPERIAL PREFERENCE A POLICY OF E\PA\SI0S 

HAVE already m Chapter If related how the great ^^orld 
pressjon of 1931 resulted from the attempt to rc\i\c the 
soletc internationalist economy of the last century, and 
icnbed m general terms how we successfully emerged from 
It depression, thanks to the hitherto unrealised strength of 
rlmg and to the development of Imperial Preference I 


penal Preference as a policy of economic expansion It 
ndeed, in the name of the catchword of expansion that the 
ited States are trying to force us once more to abandon all 
mpt to build up a balanced and stable economy fu home 
in the Empire The whole American argument is based 
the assumption that the only obstacles to expansion are 
ide banners” and that the minimum of bimen’ involves 
maximum of expansion For this wsumption there is not 
slightest warrant m fact International trade and expan 
, arc not synonymous terms External trade may be m 
ntial element m an expanding national production, pro* 
ng always that it is 50 controlled as to make its cflcctivc 
tribution to the proper balance of that production 
:ontrolled promiscuous external trade is just as likely as 
to be prejudicial to the healthy and stable expansion, not 
r of individual nations, but of the world as a whole 
he gross figures of a nation’s mternaiional trade arc no 
.sure of its prosperity Nor is a merely quantitative increase 
utcmational tndc at large evidence of a corresponding 
insion of a balanced world production and consumption 
the contrary, the unregulated and unbalanced flow of 
mational trade on ktsstr /mre principles may, like the 
igulatcd flow of water, prove disastrous to all concerned 
56 
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Deluge and drought, boom and slump, over production side 
by side with under consumption, are m each case the natural 
concomitants of leaving vratcr or trade and investment to 
find their own level In a world ofindiscriminatc promiscuous 
free trade, based entirdy on muncdiate price competition, 
nations with immense potentialities, human and matenal, 
may never have the opportunity of developing them, those 
with high standards of living or heavy defence obligations 
may find their industncs destroyed piecemeal Not only 
the peoples most directly injured but the whole world would 
be Ae loser by such a state of affairs Anyliow, whatever 
policy may or may not be good for the world at'large, indi- 
vidual nations arc not in the least likely to give up right 
to exercise a selective and discriminatory control over their 
external trade in liic interests of their own expansion or of 
their own economic stability and political security Any 
policy \vhich aims at the greater welfare of humanity as a 
whole through international economic co operation must take 
account of that fact 

Not is there any warrant for die assumpuon that uncon- 
trolled “automatic international trade can secure the one 
great desideratum of our time, namely, stability of employ 
ment On the contrary, die fundamental postulate of the 
whole nineteenth century intcmationahst economy which we 
arc urged to restore was that labour considered, not as an 
end in itself, but as an instrument of production, must obey 
the ordinary laws of supply and demand If the goods of a 
particular country are undersold by cheaper production else- 
where, the labour engaged in produang them must accept 
lower wages, or migrate to some other employment or to some 
other country But m a world governed 'by considerauons of 
national strength or social well beii^ that postulate no longer 
applies The attempt to apply it in fece of trade umon 
standards and social insurances only leads to the wliolesale 
paralysis of production That was what nearly happened in 
the United Kingdom betwren the two wars as the result of 
the combined interaction of fiw imports and an over valued 
Gold Standard We saved ourselves by jettisoning Free Trade 
and the Gold Standard and by the fact that we were free 
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from the restnctiom of Ac Most Favoured Nation Clause 
m mtcr-Itnpcnal trade and so were able to nuke mutually 
beneficial arrangements wiA otlicr Empire countries 

Elsewhere, more particularly on the European Continent, 
Ae nations, tied up to the United States by a Gold Standard 
supported by lavish American lending were dragged down 
into disaster by the American speculative slump which, by 
■wiAdrawmg that support, involved them m a terrible 
deflation At one moment there were over six million unem. 
ployed m Germanv It may well be argued Aat Ac j-jsc of 
Hitler to power, and all the world tragedy that followed, were 
Ac indirect conaeq^uence of Ac misguided rc-cstablishmcnt 
of the ninctccnth-century economic system with its automatic 
Gold Standard, Most Favoured Nation Clause and uncon* 
trolled investment; in a world m wluch Ae laws of lassser.fsiTt 
no longer applied In the end the nations were, m fact if not 
m name, driven off Ac Gold Standard and by every kind 
of device involving Ac restriction or control of crdinaty 
international trade, managed to save themselves as best Acy 
could There w an American I^end which, by a strange can- 
fusion of came and effect m wishful-thmking minds, to-day 
attributes the world depression of 1930 to tariffs, quotas, 
exchange and other restrictions These restrictions, no doubt, 
to some extent aggravated Ac situation But they no more 
caused It than the umbrellas m Ae street cause the ram 
Moreover, like the umbrellas, they served their purpose 

As for economic expansion Ac most sinking recent in- 
stances have occurred where a nauon occupying a vast 
temtory wiA a wide range of natural resources has concen- 
trated upon Ac comjilemcntaty and balanced development of 
those resources and, wiA Aat object m view, has insulated 
Itself from outside pnee competition which could mteifcrc 
wiA that development The essential features of Ac process 
have been Ac same wheAer in ultra individualist America 
or m ultra-socialist Russia 

Even more remarkable m some Ways, however, was Ac 
economic eigiansion on similarlmesofthe first British Empire 
in the eighteenth century That expansion was based on the 
planned and controlled devdopment of our then Colonial 



IMPERIAL PREFERENCE 59 

Empire Of the success of that policy tliere can be no doubt 
Under jt Bntam built up (or hcrscK a position in trade and 
shippmg that converted her from the poor and backward 
country, described by Macaulay m a sinking chapter m his 
History^ at the end of the seventeenth century, to die prosperous 
great power tliat held its own for a generation against revolu- 
tionary and Napoleonic France Burke notes that the exports 
to the West Indian and North American Colonies went up 
from under ^^500,000 m 1 704 to nearly ;^5, 000 000 m 1 772, and 
even these figures hardly do justice to the expansion and, 
indeed, transformation of our internal economic structure 
brought about by a purely complementary trade, which added 
so greatly to the resources at our disposal Yet the develop- 
ment of the American Colonics themselves was even more 
amazing When one considers the limited means of trans- 
portation in those days, and then reflects that the population 
of the Colonies grew m a little over a century to nearly three 
millions, as large a population relative to that of the Mother 
Country as the whole white population of all the Dominions 
to-day, one realises what a powerful engine for the creation of 
prosperity and population our old imperial economic policy 
proved itself Burke truly described our policy, monopolist 
though It was as a hot-bed which forced their development 
far ahead of what would have been achieved by ‘ the slow 
languid operaUons of unassisted nature Nothing in the history 
of mankind is like Ihcir progress’ 

In a sense the policy was too successful, for the growth of 
the Colonics m all that constituted a prosperous, scif-confident 
national life outstripped the capacity of our constitution and 
of our national temper at home to adapt themselves to the 
new situation But the pohey was not itself the cause of the 
American Secession, as Burke was never weary of pointing 
out What caused the revolution was not the regulation of 
colonial trade, but the attempt to invade what was regarded 
as the rightful sphere of the colonial legislatures by the imposi- 
tion of direct tia,ation 

The old colonial economic pohey ^vas not abandoned after 
the American Secession, but was, ^ the beginmng of the 
runcteenth century, gradually modified into a policy of mutual 
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preference In 1853 Husbsson opened the coloniil trade to 
foreign coitntnes subject to the imposition of moderate duties, 
ranging from 7 per cent to 15 per cent, from uh eh British 
goods svere exempt As against these, the Colonies enjojed 
substantial preferences on their products, such as timber, 
wheat, sugar and mne Under that policy Britain 5 new 
colomal empire began to make rapid strides In spite of its 
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Within the Empire and modentc dutiM igainst the outside 
world, if u had only been given a few more stars' tnal, and 
50 had recened the credit, which so unde^crvedl) went to 
Free Trade, for the great expansion svhich followed the 
Californian and Australian gold disco\enes 
In the cate of British agnculture the detiructivc ((Tecu 
of Free Trade were postponed by the fact that wheat pneta 
remained high for a whole generation after the Repeal of the 
Corn Laws The cheap loaf , m fact, had nothing to do 
With the period of otir greatest prosperity but only came in 
with the world slump of the later seventies Tlie unfortunate 
Colonics, on the other hand, had to bear the immediate 
consequences of the new economic gospel This was more 
than a mere madcnlal hardship inflicted for the sake of an 
economic theory It should never be forgotten that Cobden and 
his associates were deliberately out to break up the Empire, 
as, indeed, Amcncan economic impcnalisis arc to*day, and 
that Free Trade was as indeed it stilUs a policy of Imperial 
disintegration ‘ The Colonial system*’, so wrote Cobden m 


which unite our colonics to us b} a mistaken notion of sell 
interest ’ 

U As a matter of fact there svas nothing \xry gradual or 
imperceptible m tlie stra n imposed on colonial loyalty The 
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promising development of the Goloraci received a sudden and 
disastrous check For Canada the abohtion of the Com Laws 
^^as an absolute catastrophe, and for some yearn the entire 
financial, agricultural and industital mtcrcsts of Canada were 
paralysed, \%hk the United States took full advantage oftheneiv 
opemng afforded to them It ^vas m vain that the Governoi, 
Lord Elgin, protested “All the prospenty of which Canada 
IS robbed is transplanted to the other side of the line, as if to 
make tiic Cana^an fed moic bitterly hoiv much kinder 
England is to the ciiildren who desert her than to those who 
remain faithful The only thing that saved the North 
American Colonies— and all but lost them to the Empire— 
was a reciprocity treaty wih the United States which the 
British Government arranged in 185 f, and which practically 
put them inside the American fiscal system The flourishing 
wmc industry of the Cape was allowed to survive for a tvhile, 
but was killed by Uic Cobden Treaty with Trance m i860 
The \\cstlndies lost theirsugarprcfcrenccin 1854 Thcduties 
which protected British exports to the Colonies tvere swept 
away in 1848 

Graduall) the larious scattered members of the Bnush 
Empire recova ed from the blow inflicted upon them But the 
recoveiy was cramped and restricted all the time by the small 
scale on tvhich each Colony, or later Dominion, had to work 
Compared with the United States, which, ^vlth more than a 
century s start, had already developed a substantial and well- 
protccted home market, they had no chance of securing either 
capital for further development, or immigrants to help convert 
that capital into production and prosperity, or means of trans 
port to convey then products cheaply to the Bntish market 
Free Trade, in fact, meant an immense concentration oFBntish 
creative energy upon building up the United States Between 
1841 and 1866, 2,640,000 Bntish immigrants went to the 
United States as compared with only 677,000 who went to 
Canada In all some ten milbons of our people, and thousands 
of millions of our capital, went to build up not the Empire 
but the Republic, and very going enabled the United 
States to absorb tens of milhons more of immigrants of other 
European nationalities 
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inroughout these diificult )ears opinion in the Colomcs 
adhered consistently to the belief that, sooner or later, Britain 
would come back to a policy of Empire economic expansion. 
The colonial point ofvicw was emphasbed at the fiisl Colonial 
Conference of 1887. In tS^ the first Ottawa Conference 
passed resolutions in favour ofmtcr-Impcrial Preference, only 
the United Kingdom and New South ^VaIes dissenting. In 
the following )ear the first reciprocal preferential agreements 
were made by New Zealand with South Australia and Canada. 
In 1897 the Empire’s pomt of view was again strongly pressed 
on the British Government on the occasion of the Diamond 
Jubilee Conference. Afore particularly the Empire repre- 
sentatives “unanimously and uigcnily” recommended the 
^enuficiatmn of the treaties of 1862 sad [8$^ iviA S^giam 
and Germany by which we had pledged ourselves not to 
allow the Colonies to give preferential terms to the United 
Kingdom. The treaties were accordingly denounced and the 
British Empire freed from a foreign stranglehold against any 
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Kindom was prepared to co-operate. Sir Wilind iauricr 
decided to make a beginning by granting preference unilater- 
ally to Bntisb coods, not only ns a demonstration of Empire 
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by 100 per cent (from £5, 172,0010^1 0,345,000; uvci uieiiut 
five yeare, and to £2$, 795, 000 in 1913, nhiJe imports into this 
country from Canada increased over the same period from 
,(;i9,2i8,ooo to J;22,965 ,ooo, and to ,^30,488, 000 in 1913. 

Lauricr’s action and the esirnest representations of the 
Colonial Premiers, both in 1897 and again in igo2, conmeed 


Imperial pRErcRENCE 63 

Joseph Chambeilam that ccononucco operation was essential 
to any effective policy of Empire development and Empire 
unit} But he failed to cany the country ivith him and the great 
issue \vhicli he raised a\as over laid by our domestic conten 
tions and then by the First World War On tlie other hand 
the Canadian lead avas taken up m rapid succession b) the 
other Dommions New Zealand introduced a preferential 
tanff m 1903 and our ejwports to New Zealand increased 
from £6 905 000 m that jear to £10,838,000 m 1313 South 
Afnca followed suit in 1904. Midi a resultant increase m 
our exports from ;(|‘i7,8i9,ooo m that year to ^(^22, 185, 000 m 
1913 Ausiiaha came into line m 1907 and our exports grew 
from ;^24,096 000 m that year to £3i47o,oo m 1913 Our 
imports from these three Dominions sbmvcd a corresponding 
increase from ;C45s920,ooo to ;^7o,640,ooo between 1905 and 

1913 

After the tvar, folloinng up a resolution of the Impenal 
War Conference of 1917, Dominion preferences to British 
imports were further increased There was also a considerable 
development of mtcr-Erapirc preference apart from the Umted 
Kingdom A spcaal trade agreement was concluded benveen 
Canada and Australia subsequently extended to include New 
Zealand Canada in 1920 negotiated a senes of far reaching 
preferential arrangements with (he vanous West Indian 
Cobmes, the advantages of which also mured to the United 
Kingdom Iheverj sabslanlial Canadiansugarprefcrenceiras 
also extended to Fiji, which Colony, as well as Cyprus and 
Mauritius, also independently cstabhsh«l preferential duties m 
fa\ our of the Umted Kingdom The proportion of our exports 
which went to British countries increased from 37 18 per cent 
in 1913 to 41 95 per cent m 1928 to the same countnes and 
to 45 3 per cent to the whole post war Empire 

Meanwhile the first response on the part of the United 
Kingdom was made m the Budget of 19J9 under which a 
preference of a sixth of the duty was given on existing highly 
dutiable imports such as tea, coffee, cocoa, sugar, dried fruits 
and tobacco, and of a third of the duty on the McKenna duties 
The effect of all these preferences was considerable Most 
striking mdeed, was the effect of die ri per cent preference 
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given to the Canadian motor car industry which became the 
centre of supply for Amesjean type cars for the British and 
Other Ijnpire markets aswdl as for her own market With the 
help of American capital poured into Canada the mdusiiy 
rapidly expanded The immense contribution which that 
expansion subsequently enaUed Canada to make to the war 
effort should serve as a remmder that Imperial Preference is 
a policy not merely of mutual ecwiomic benefit but of defence 
and security It also indicates that the most effective way of 
securing American capital for our own postwar recon 
struction will be to acatc the conditions of United Kingdom 
and Empire expansion by adequate local tariffs supported by 
adequate Empire Preference 

A considerable extension of these preferences was agreed to 
by 1 he Uhitcd Kingdom at the 1923 Economic Conference 
The agreement was torn up by Mr Ramsay MacDonald s 
Government but its terms were earned out, so far as pre 
fcrential remissions of existing duties were concerned, m Mr 
Churchill i first budget m 1925 So far as certain new duties 
were concerned their place was taken by the allocation of 
£1,000,000 a year to the Empire Marketing Board for the 
purposes of stimulating the sale of Empire products m this 
country A renewed effort by the Dominions at the 1930 
Conference to persuade the Urated Kingdom to reciprocate 
more effectively was rejected Tlic obstacle, then as previously, 
to any cxtcntion of Preference ww that it involved the imposi- 
r J „ HTi/i '•Tifiva dpnarhire from the tradi- 

ion 

of 1931 forced this country to adopt a protective tariff for 
the principle that where there were duties there should be 
preference had by then become generally recognised At 
the Ottawa Conference of 193a the principle of mutual pre- 
ference was embodied m a senes of agreements While these 
agreements were of a tentauve character and the preferential 
margins established very moderate m their range, it was gen 
erally understood that a generation of controveny had been 
closed and what Lord Baldwin called the first step taken m 
a policy destined to be progrcMively developed and made 
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fncrcasingf) effective As a mailer of fact these expectations 
of further advance we»e not fulfilled in the next seven years 
Tiiei-c was even some going back on the spmt, if not in the 
letter, of the Ottatva agreements m subsequent trade agree- 
ments with foreign coumnes, more particularly wth the Argen- 
tine and, m 1928, with the United Slates 

Nevertheless, there can be no doubt as to the positive 
effects of the Ottawa treaties The years that folloivcd were 
years of general recowry and our trade expanded in every 
direction, foreign as well as Empue The important fact is 
the marked nse m the proportion of Empire trade to total 
trade Bctiieen ig^2itndigs7ourcxpoTtstoforctgncountries 
rose from j(|aoo millions to ^269 millions, an increase of 35 
per cent Our exports to British couiunes, on the other hand, 
rose from ;^'i66 millions to ^252 millions, an increase of 52 per 
cent, bringing our exports to the Empire up to 48 3 per cent 
of our total export trade Our export of manufactures rose 
from 45 9 per cent of the whole m 1931 to 50 94 in 1937 and 
52 95 m 1938 The change was even more marked m our 
imports, wry naturally as our exports had already long 
enjoyed substantial preference from the Dominions Between 
1932 and 1937 our imports from foieign countnes rose from 
;^454 millions to ;C624 millions, an mcrcasc of 37 per cent Our 
imports from British countries rose from ^^248 millions to 
;^405 millions, an mcrcasc of 64 per cent, bringing Empire 
imports up from 35 3 per cent to 39 4 per cent of our total 
imports 

Gross export and import figuics arc, however, of less impor- 
tance than the character of these figures as beanng upon our 
total volume of production Tor that purpose the really sig- 
nificant %ures arc tliosc of our imports of raw materials 
Between 1931 and 1937 our imports offood, drink and tobacco 
increased from ,^416 millions to 443® millions, 1 e , by ,^16 
millions Our imports of manulkcturcs from ^^261 millions 
to ,^275 millions, 1 e, by ^14 nalbons On the other hand, 
our imports of raw materials rose Irom £173 nulhons to £‘^1^ 
millions, an increase of £1^ mifiions or 82 per cent Of this 
increase over £^ millions came from Bntish countries^ There 
could be no more convmcmg proof of the expansionist effect 
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of our domestic tariff and of the Ottawa agrcemenu faicn ui 
conjuncuon 

The Ottaira agreements were, however, not confined w 
bilateral agrecTnenu bctwctai this country and the several 
Doiiumom and Ind a They included a considerable develop- 
ment of latcT-Impcnal prcFcrcnec between the Dominions and 
India (now for the first time included in the preferential 
system) and between these and vanous parts of the Colonial 
Empire Bctyrcen 193? and 1937 the total trade betneen 
British ccuntncs other than the United Kingdom increased 
from £)o millions to ^(^157 millions, an increase of 134 per 
cent * 

There can be no doubt, them, as to the enormous conln* 
faution the development of mt<T-»Emp re trade in the last thirty 
yean, and more particulary since Ottawa made to the capacity 
both of this country and of every pan of the Empire to Sustain 
the war effort as wcU as our ovm capacity to finance that effort 
It seems maedible that instead ofbcmg encouraged to develop 
that policy on bolder and more comprehensive hncj, we should 
have contemplated abandoning or whittlmg away m effective 
ness in pursuit of the w»ll*o .the wisp of a revival of the m d* 
Victonan economic world 

Nor was this marked crpamion in any sense ach eyed at the 
expense of the rest of the world On the contrary, if iihad not 
been for the safely.valve of expand ng mutual trade opened 
up by Ottawa and faolitated by the sterling system, We and 
every otiicr Empire country would have been dnven to much 
inoredrasticmcasurotopfotcctour8everalcc0iiomichva,witfi 
much greater consequential mteiferencc with international 
trade As it was, and the figures I have given dearly prove it, 
the trade of this country and of the w hole Empire with the 
outside world increased substantially after Ottawa’ That 

' for a full account of the devdopmait of Empiic prefermttt m the 
immediate pre-war penod tet /di/traf Prtftimt &y Roiiaf<i Rusw/f, 
Etnp re Economic Union 5» 
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It did not do so in the same degree as our Empire trade affords 
no justificauon for the assumption that the one was at the 
expense of the odicr There can be little doubt that, if the 
countries of the European Continent had not been precluded 
by tlie Most Tavoured Nation C3ause from coramg to similar 
agreements among themselves, ibey could have made a more 
rapid recovery and have secured their own position iwth 
less detnment to i^orld trade It tvas, m fact, tlicir helplessness 
in that direction which opened the way for Dr Schacht’s ingeti* 
lous policies for utilising the u^ent needs of the lesser European 
countries to establish a German cconomicstranglehold on dicm 
Provided we retain our freedom to pursue our own economic 
pohey we and our partners in the British Commomvcalth and 
Empire hatnj before us an unequalled opportunity for an 
expansion which should ultunatcly exceed even that of the 
United States or of Russia m view of the greater advantages 
with which we start both m the extent and diversity of our 
resources and m the organised ability and enterprise at our 
disposal Tiiat expansion need not follow the Amcncan 
pnnciple of unregulated capitalist individualism and un- 
restricted free trade within a single tariff SuU less is it likely 
to follow the rigid state coUcclivum of the SoMcl system It 
would naturally be far more dcccntrabsai, affording scope in 
each part for such measure of local protection as may be 
desirable in order to create a full and balanced development of 
local resources, as well as for such free choice bettveen socialist 
and individualist methods as may suit the needs or political 
outlook of each community Such a cfcccntralisaGon, indeed, 
IS essential, as this war has shown, in order to afford a corres- 
ponding decentralisation of defensive strength Wc can be only 
loo grateful for what Domraion tanfis did to save the situation 
in the late war by the production of munitions for which tiicy 
had laid the foundauon And tve are no less bound m duty to 
the common interest to give eflbcu'/c protection to our own 
agriculture even against Ihnpire competition What is essential 


to Bntish ojuntnes from 40 s <0 42^ of total exports Tins did not prevent 
Mr Sunmer W^cs, then Under Secretary rf State, from decianng in 
May 1943 that ‘ the whole history ofBntish Ensure Preferences is aiustoiy 
rf economic aggression * 
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IS that the preferential system of the future should provide 
a CO ordination and concentration of the surpliu purchasing 
and investing power of each part upon the development of 
the rest And it can do so without prejudice to each part 
also developing its trade relations outside the Empire Thcf 
question is one, not of eitclmion, but of priorities, of planned 
concentration of purpose, not of unco-ordinated diffusion 
and dissipation of economic cnc^ 

It K on these lines that we shall best be able, not only to 
build up the maximum cxpanMon of total production by the 
fullest mutual development of our common heritage of human 
and material resources, hut to do so on the foundation of the 
maximum volume of stable employment m each part In 
place of committing ourselves, bound hand and foot to the 
wildly shifting fluctuat ore ofa world wide syttem ofpromiscu 
OU8 trade and investment, we can work on the principle of each 
part of the Empire cctammg m its own hands full and 
unfettered control over its external trade, mvttuntnt and 
monetary policy, subject only to such arrangements for mutual 
cooperation as u may from tune to time find it useful to 
make withm the Empire or wiih other nations 
The case for Impcnal Preference has been stated in this 
chapter almost entirely on economic lines But it u essentially 
also a policy of mutual co-operation for defence To strengthen 
each other s economic power by our purchases is to strengthen 
each others population, productive power and revenue, in 
other words, each other s power to co-operate for the main- 
tenance of the peace, not only of the Commonwealth and 
Empire, but of the World More than that it is the correct 
expression m the economic field of the peculiar constitutional 
relationship on winch our Commonwealth is based A feder- 


based on free co operation each member enjoys the un 
fettered control of its economic as of its defensive and foreign 
policy But each member is no less entitled, as of r ght, 
to extend to its partners such co-operation as it wishes 
to g ve in the economic as in the political field No other nation 
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IS entitled to complain of our co operation in tlie one field 
an) more than m the othei onthegioundof discrimination 
What possible right has anyone to forbid the members of a 
nation group tvich saved human liberty by standing together 
in arms to work together m peace for their own recovery’ 
The question to day is, in fact, whether the British Empire 
and Commonwealth is, m any true sense of the word, to be 
allowed to continue and make its contribution, as an equal 
among equals in total strength, uid as a leader in experience 
and vision, \wth the great power groups now emerging To 
tint question, transcending all purely economic issues, there 
can surely be only one answer 



CHAPTER V 


THE MOST mOOREO NATION CLAUSE 

In TirE last two chapters I have desenbed the remarkable 
recovery from the world depression of 1931 which was made 
by this country and by the whole British Commonwealth 
and Empire as the result of the conjoint effect of the sterling 
system and of Empire IVcfcrcocc More particularly I em- 
phasised the point that both these policies were essentially 
policies of economic expansion, m contrast to the inevitably 
restrictive effects of any monetary policy based on a limited 
total of international money outside national control of 
fixed exchange rates and of cut throat economic mtcmational 
competition disregarding all considerauons of balanced 
development and stable employment The natural question 
that arises is whether these policies might not have a wider 
application In other words why could the nations of Europe 
not have saved themselves by similar methods^ 

Our o\vn success was no doubt largely due to the fact that 
It was based on the free co-operation of a group of countnes 
between whom the essential economic and political conditions 


and a common way of thmkmg, as well as a definite political 
goodwill and a common ideal of Empire influencing, m vary- 
ing degrees, all who look part m our economic negotiations 
At the same time the group of countries concerned was Targe 
enough m the volume and vanety of their productive resources, 
in the consuming capacity of thtir markets and m their available 
financial and organising equipment, to afford a basis not only 
for the maximum efficiency of pKKiuction but also for the 
widest range of complementary exchange and for the monetary 
system which such exchange requires 
It IS indeed, one of the apparent paradoxes of modem 
economic development that while the whole conception and 
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Structure of the modem state imply a policy of economic 
nationalismj the tcchmcal developments of modem production 
all demand so ivide a range of varied natural products, so 
large a inarJcct to secure the raixmium efficiency of mass 
production, so potverful a finanaal basis, that few of tlic 
existing countnes into which the world is divided constitute 
economic units adequate to modem conditions The solution 
of the paradox lies, not in flying m die face of the whole 
tendency of modem thought in oi^cr to restore a nmetcenth- 
century internationalism, nor m aoqaiescmg m the stifling; 
of progress by existing national boundaries It lies in groups 
large enough to satisf) the technical requirements of modem 
production, and yet also suffiaently held together by some 
common ideal, some permanent co operative purpose, to 
enlist the forces of economic nationalism on their behalf 
These conditions have, in fact, already been secured for 
themselves to the fullest extent by such great units as die 
United States and the Soviet Union The United States, 
startmg with the advantage of a long established federal 
constitution and of internal Free Trade behind a common 
tanff, 1 e lOO per cent inter-state preference, enjoy at the 
same tune natural resources so ample and vaned and so vast 
a consumers’ market as to constitute a unit fir transcending 
m economic dynamic power any other, and, at the moment, 
all the rest added together The strong economic nationalism 
which insisted on a vigorous protectionist pohey during the 
growing period of American industry has been enormously 
intensified by success Only to day Amcnca is so confident 
of holding her own m open pnee competition even m her home 
market and so intoxicated with the prospect of economic 
world domination, that she has become the protagonist of 
the very internationalist policy m defiance of which she 
achieved her present greatness More than that she is deter- 
mined to use her economic power, by hook or by crook, to 
prevent others following her example and building up economic 
systems comparable to her own It is to the object of keeping 
the world, and more particularly the British Empire, broken up 
into small and economically dcfeicelc^ units, that American 
economicpolicyhas been doosistently directed for over a decade 



CHAPTER V 


THE MOST FAVOURED WATWW CUUSE 

In the last two chapters I have described the remarkable 
recovery from the world depression of 1931 which was made 
by this country and by the whole British Coniraonwcalth 
and Empire as the result of ihe conjoint effect of the iteri ng 
system and of Empire Preference More particularly I cm 
phasiscd the point that both these pdicics were essentially 
policies of economic eacpansion in contrast to the inevitably 
restrictive effects of any monetary policy based on a limited 
total of international money outside national control, of 


that arises is whether these pohaes nught not have a wider 
application In other words why could the nai ons of Europe 
not have saved themselves by similar methods’ 

Our own success was no doubt largely due to the fact that 
It was based on the free cCHoperatioa of a group of countries 
between whom the essential economic and political conditions 
of cooperation already existed The economic links— of trade 
of shipping, of financc^bmding the Bniwh Empire together 
were already very strong Behind them stood a common speech 
and a common way of thinking, as wll as a definite political 
goodwill and a common ideal of Ensure influencing, m vary 
mg degrees, all who took part m our economic negotiations 
At the same tune the group of countries concerned ivas large 
enough in the volume and vancty of ihcir productive resources 
m the consuming capaaty oftharmarkw and m their available 
financial and organising equipment, to afford a basis not only 
for the maximum efficiency of production, but also for the 
widest range of complementary exchange and for the monetary 
system which such exchange requires 
It is indeed one of the apparent paradoxes of modem 
economic development that while the whole conception and 
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Structure of the modern state imply a policy of economic 
nationalism, the technical developments of modern production 
all demand so wide a range of varied natural products, so 
large a market to secure the maximum efficiency of mass 
production, so powerful a financial basis, that few of the 
existing countnes into which the worid is divided constitute 
economic units adequate to modem conditions The solution 
of the paradox lies, not m flying m the face of the whole 
tendency of modern thought m order to restore a nmetcenth- 
century internationalism, nor in acquiescing in the stifling 
of progress by existing national boundancs It lies in groups 
large enough to satisfy the technical requirements of modern 
production, and yet also sufficiently held together by some 
common ideal, some permanent co-operative purpose, to 
enlist the forces of economic nationalism on their behalf 
These conditions liavc, m fact, already been secured for 
themselves to the fullest extent by such great units as the 
Umted States and tlic Soviet Union The United States, 
startup witii tile advantage of a long established federal 
constitution and of internal Tree Trade behind a common 
tariff, i e too per cent mter-state preference, enjoy at the 
same time natural resources so ample and vaned and so vast 
a consume^' market as to constitute a unit far transcending 
in economic dynamic power any other, and, at the moment, 
all the rest added together The strong economic nationalism 
which insisted on a vigorous protectionist policy during the 
growing period of Amencan industry has been enormously 
intensiflcd by success Only tOKlay America is so confident 
ofholdmghcr own in openpnee competition even m her home 
market, and so intoxicated with the prospect of economic 
world dommatioHj that she has become the protagonist of 
the very internationalist pokey m defiance of which she 
achieved her present greatness More than that, she is deter- 
mined to use her economic pmver, by hook or by crook, to 
prevent others following her eiramplc and building up economic 
systems comparable to her own It is to the object of keeping 
the world, and more particularly the Bntish Empire, broken up 
into small and economically defenedess units, that American 
economicpolicy has been consistentlydirected for over a decade 
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If the United States aims, consooiuly or lostmctively, at 
dojTwiauon through economic internationalism the Soviet 
Union aims at a similar result ihrou^ the spread of totali 
tanawsm. The methods of totalitanaiusm are, of coitrse, 
completely effective in suppressmg international sm. Where 
no private enterprise u teJerated there it no room, in fact, for 
discussion as to the level of tariffs or the nature of quotat or 
whether a particular sale involves a suhady or a particular 
purchase discrimination The omiupotent state buys what n 
svants for whatever reasons, economic or political, seem good 
to it, and sells what it vranu to 5^ at tvhatcvpr pnee suits 
Its major purposes If the nations arc to be precluded from 
building up effective economic groups by free co operation on 
liberal lines many of them may well, m the end, be more 
disposed to hand thenvselves over to the relative security of 
totalitarian control thin to remain at the mercy ofunre^Uted 
cut throat international competition TTie Amencan veto on 
free economic co operation between nations is far more 
calculated to drive the world into totahlanun policies than 
to restore the capitalist internationalism of the last century 
It IS m Aiuerica s own long-term mteret, as well as m our 
own and that of Europe, that we should defcar that veto 
whether as exercised agamsi Imperial Preference or against 
any European economic or political co operative system 

The JBstruuient on which the United Statci relies for the 
wercjse of that veto i< the so-called Most favoured Nation 
Clause in commercial treaties This clause was onginally a 
provision for the protection of mdmdua.1 tradw against d s- 
cnrainatory treatment when actually visitmg or residing m 
foreign countries A stipulation for most favoured nations 
Ucatment m respect of customs duties was included m the 
Anglo Danish Treaty of ^madcntally «ill m force) But 
this was bn isolated case and it vras not utitJ the nmeieenth 
century, under the influence of Kiternationalist economic 
theories, that jt came tobe looked upon as a potent mstnimcnt 
for the progressive lowenng of tanf& all round and for the 
acceleration of the ideal of universal free trade As long, 
indeed, as statesmen shared dial ideal and regarded the re- 
duction of tariffs including their own tanffe, as soffiethii^ 
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intnnsicill} desirable, ihe clause undoubtedly had the 
anticipated cfTect A whole net«Mork of treaties, of winch the 
most notable and far-reaching was the Anglo French Treaty 
of i860, the so called Cobden Treaty, rapidly covered Europe 
and coniriijuted to the progressive lowering of tariffs ivhich 
continued during the greater part of the next Iiventj )cars 
Then came the great depression of the later seventies to 
vhich I hax e already referred. Protection evcryt\here became 
an urgent necessit>— except m tlie Tjnited Kingdom where tve 
preferred to sacnfice our agriculture to our theoretical 
convictions and where our industry was still sufficiently 
supreme to disdain help Befoie long the inci casing success of 
protection made it a permanent polic) based on reasoned con- 
viction Under these conditions the Most Fm cured Nation 
Clause ceased to have the effect it had had in the preceding 
decades I ranee m 1892 practicall) jettisoned it, by confining 
Its operation to her general tariff and excluding it from any 
special or conventional lanff resulting from particular treaty 
arrangements Tlic rest of Europe, led by German}, retained 
tile clause for the sake of its obvious conveniences both m 
administration and negotiation But once the reduction of a 
duty was regaidcd, not as m any case desirable, but as a 
sacnfice made in order to secure some counter-concession, 
the Most Favoured Nation Clause, so far from tending to lead 
to the rcducuon of taiifls, tended to keep them up Each 
country thit enjO}cd Most Favoured Nation nghts could 
always hope, by sitting back, to secure, svilhout making any 
concession itself, any advantages that might result from 
negotiations between two other countries On the other 
hand, if it opened negotiations itself it had to moke concessions, 
no! Id one natwn only bu/ ioptMtscallyaU, m order to rccavc 
only an mdctcrminateshareof thcconccssions granted in return 
Under these circumstances tanff negotiations centred not 
so much upon general lanff reductions as upon particular 
concessions m respect of items ui which the negotiating 
countries were m a specially favourable situation This 
policy, m essence a policy of reaprocit) rather than of 
general equal treatment, was facilitated by a highly ingenious 
use of detailed tariff classification Even the Cobden Treaty 
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of j86o was, in fact, largdysccured by a preferential discnmma 
tion, based on alcoholic content, m favour of French as against 
Portuguese and Colonial wines The uducUo adobsurdumohhis 
policy of preferential discnminauon clothed m Most Favoured 
Nation terms was the notorious clause m a German Swiss 
Treaty which made special concessions to dairy produce from 
cows habitually grazing at an altitude of over i,ooo metres' 
At the height of the Free Trade movement it was even 
regarded as undesirable that any nation should receive more 
than Most Favoured Nation treatment m its own colonies, or 
give more in return In 1864 the United Kingdom definitely 
pledged Itself to that pohey in respect of its own Empire m 
treaties with the North German Zollvcrein and with Belgium 
France, it is true, pursued the opposite policy, and it was 
largely m order to prevent the French policy spreading that 
the Congo Free State was set up under mtcmational auspices, 
and that thegrea terpart of tropical Africa was by the Berlin and 
Brussels Acts declared a free trade zone, subsequently modified 
into a zone of economic non'discnmmation The United States, 
when they acquired an overseas Empire after the American- 
Spanish ivar of 1 898, promptly preceded to include their new 
terntones within their high tariff or, where nominal independ 
ence was conceded, to establish preferential relations with them 
The British self governing colonies (now Dominions) had, 
as I have already related, always resented the abandonment 
of the sj^tem of in(cr*Irapcrial preferential trade under which 
they had flourished before the establishment of Free Trade m 
the United Kingdom The demand for preference with the 
Mother Country was voiced insistently at Imperial Conferences 
from 1887 to 1907 But it was not until 1898 that Lord 
Salisbury’s Government denounced the German and Belgian 
treaties which prevented Canada from carrying out Sir 
Wilfrid Lauricr s policy of an unreciprocated preference to 
the United Kingdom The full significance of this decision, 
hoivever, only became apparent to the world at large after the 
” •’ ’ '■'* 


of mutual economic co operabon That nght could not in 
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logic, or \nth economic justificition, be indefinitely denied 
to any other group that might tvish to constitute itself 

In (he first World War the Most favoured Nat on Clause, 
where not swept aside by actual hostilities, was, in fact, 
rendered nugatory by all the elaborate rationing devices 
evolved m pursuit of the economic blockade of the Central 
Powers In the mood of mlemalionahst reaction which was 
m fashion immediately after the War and which governed 
the Peace Treaties, no account ivas taken of the extent to 
ivhich the drift towards economic nationilism, which had 
been going on for a geneiation before the War, Jiad been 
reinforced by developments during the War, both in individual 
European countries and m the relation between Europe and 
the outside world E\ erywlicrc the nations set to work to repair 
the shattered economic fabric of Europe on the basis of the 
Most Favoured Nation Clause, and presently on the inter- 
national Gold Standard, on the assumption that they were 
restoring the world of 1870 

Unfortunately it was a wholly different world Europe tvas 
left exhausted, impoverished and heavily m debt In an age 
in ^vhlch the technique of modem mass producuon demanded 
large markets she was more split up liian ever before On 
the other hand there were the United States enjoying all the 
advantages of large scale production for a home market equal 
in purchasing powei to all tlic markets of Europe added 
together, able to export their surplus, both of agncultural 
products and of manufactures, at low prices, no longer a 
debtor but a creditor on a colossal scale, and at the same tune 
unprepared to take payment m European goods Other over 
sea couiitnes, in a lesser degree, enjo)^ a similar change in 
their position relative to Europe, and had become more self- 
conKmedsswisJlasnKrrUe/Sicfiwawnpefrtorf S.uss:a, und^r 
a system of state monopoly, was w a position to dump her 
produce on the European market at pnees bearing no relation 
to costs of production 

In these circumstances it would have been of tiie greatest 
importance to the recovery of Europe as, indeed, it would be 
today, if the countnes of that Continent had been free to 
CO operate m reducing to a mimmum their purchases from the 
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outside world, and more particularly from ilie United States 
by reasonabiy high tariffs, while at the same time encouraging 
their mutual trade to the utmost by reciprocal tanfT con 
cessions Such a policy wouW have stimulated the recovery and 
expansion ofEuropcan production, and might ewn havemade 
possible the retention of the Gold Standard by keeping the bulk 
of Europe s gold holdings in circulation within that Continent 
Precluded by the Most Favoured Nation Clause from such an 
expansionist policy of mutual co-operation the European 
countries had no altcmaiive left but to keep their individual 
tariffs high enough to meet external competition at large, 
regardless of the restrictive effect of such a policy upon the 


balancing factor of American investment ami travel was with- 
drawn by the American slump the crash became inevitable 
The Most Favoured Nation Qause can thus be seen to 
have been one of the mam contributory causes of the world 
depression When the depression came it stood no less 
effectively in the way of any concerted effort on the part of 
the European nations to defend their economic aistence 
The United Kingdom, indeed, now found itself more for- 
tunately placed It discovered that it possessed m sterling a 
monetary system which could work quite happily mdc- 
pcndently of gold It also now at last realised that withm the 
Empire It was free to build up for itself a s) stem of reciprocal 
trade at its own price level The European countries had no 
such way of escape Tied individually to the Gold Standard, 
and terrified of again foiling victims to an uncontrolled 
inflation, they could not sec their way to any effective common 
monetary policy capable of preventing the further disastrous 
fall in prices The Most Favoured Nation Clause remamed 
an obstacle to any common tariff policy for mutual support 
Where, indeed, the attempt was made b) certain countries, 
as by Holland and Belgium by the Ouchy Convention of 
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conflicting with the Most Favouied Nation principle This 
country, undei the shon-si^tcd reactionary influences still 
dominant at the Board of Trade, was among the first to object 
to two iicighbounng nations m Europe doing what the 
nations of the Empire were at diat very moment doing at 
Ottaiva A more far sighted view of our own interest, bo^ in 
our trade tvilii Europe, and even more m vindicating the 
Ottawa policy id the ejes of the world, might have put us in a 
much stronger position to^ay to resist the Amcncan attack 
on Empire Preference 

Headed off by the Most Favoured Nation Clause from any 
direct poUc\ of co operation on the tariff plane the European 
countnes presently found ways of tummg die vanous emer- 
gency restnetions improvised under the strain of urgent cnsis, 
such as quotas and exchange controls, to the purpose of 
developing rcaprocal measures on a considerable scale Any 
form of quotas at any rate any form of quotas involving 
definite allocation among mdmdual countnes, is, of course, 
contrary to a stnet application of the Most Favoured Nation 
Clause principle, the essence of which is unlimited competition 
provided It is on equal terms But so far from contenting 
tlicmseh cs with sucli mere technical violation of the principle 
as the imposition of quotas incvitabl) involved, the vanous 
countries freely used quotas, as well as the granting or with- 
holding of financial facilities, as bargaimng counters on a 
reciprocal basis It might m fact be said of most of the inter- 
national commercial agreements of the pre-war years — 
certainly of tfiosc concluded by the United Kingdom— that 
while they nominally maintained the Most Favoured Nation 
Clause, the substantive and effective element m them mainly 
consisted in those quota and payment provisions which were 
essentially reciprocal m character, restricted to the negotia- 
ting parties, and thus in effect in contravention of the Most 
Favoured Nation principle 

No cotmtry, indeed, carried out this policy of utilising every 
device of quotas, exchange restrictions, bilateral clearings and 
multiple currencies wiA greater ingenuity or to greater 
lengths than Germany undei the astute direction of Dr 
Schacht However unscrupulously the policy was used to 
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secure for Germany, not only a hvelihood /br herself, but a 
stranglehold over her economic dependants, it did set up some 
sort of a balanced and reciprocal economic system for Central 
and Eastern Europe, and was at least an improvement on the 
unmiUgated effects of the Most Favoured Nation Clause 
Unless, indeed, that clause can be swept aside or effectively 
modified— and this means the outright rejection by Europe 
of Che American policy and of the Geneva proposals— it is by 
no means impossible that some Russian Schacht will carry out 
hts policy by even cruder and more drastic methods The net- 

- “ r.tiK^jjr5 

■ . t is 

essential that the European nations, or as many ol them as 
are willing to take a lead m coming together, should be free 
to co-operate effectively in the economic as well as in the 
political field Any other policy not only means economic 
stagnation, but means that a balkamsed and impoverished 
Europe will become the intngue*ground and eventually the 
battle ground of the Great Powers To secure this ffeedom 
It is essential that the European nations should be freed fi’om 
the veto on co-operation imposed by the Most Favoured 
Nation Clause That veto has never been imposed against a 
customs union The United Stales, indeed, m the treaty con- 
cluded with the Argentine in October, 1941, undertook not 
to invoke the Most Favoured Nation Chusc agamst any 
preferences which the Argentine might accord to a contiguous 
country “with a view to the ulomate formation of a customs 
union There is no logic or seme whatever m the view 
that a customs umon is a legitimate economic development 
and of no injury to us neighbours, but that a partial customs 
umon— for that is what a prcfercnual system amounts to— 
IS a menace to the economic interests of other countries, or 

» J tn ttxa r\P4rA ftf 


I Any such indefinite tindertabng or any advance towards a cusLc^ 
uTiJon by progressive preferential measures, u however, forbidden under 
Article 4 a of the Geneva Draft Report Sec Ch XI 
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Simply because the differences of their vaiious circumsunccs 
preclude a complete customs umon^ 

The problem is one ffiat can be solved in more than 
one way One solution might be simply to get nd of the 
dausc altogether or to secure an agreed reversion to that 
interpretation of it to whidi the XJmted States adhered up 
to igatij VIZ that the concessions given m a trade treaty should 
only he extended to third parties who give similar or broadly 
e(jui\alcnt concessions m return Tins docs not, m practice, 
differ greail) from the Trench solution of a doublc^cckcr 
tanff of vhidi only the general lanff is equally available 
to all while the cotivenUonal tanff is onl^ extended to tliosc 
tvith whom satisfactory spcaal arrangements arc concluded 
Another and perhaps, more acceptable solution, hoivcvcr, 
might he m an extension of the pnnciple of regional associa 
tions ansmg out of geographical conliguity or historical 
relationships which has already been accepted m a great 
number of eases The Scandmavnn countries for instance, 
have by longstanding tradition always excluded benefits 
which Acy concede to one anotlicr from the application of 
the Most Favoured Nation Clause The Soviet Union has 
similarly excluded from its purview any states which once 
belonged to the Russian Empire as wdl as adjacent countries 
m Asia Spam and Portugal not only reserve then mutual 
relations, but also the relations of each of them with the r 
former South Amcncan colomcs Vanous Soudi American 
Repubhes have inserted provisions m treaties with extra- 
Amencan states safeguarding their freedom to co-opcralc 
with other South Amcncan states As I mentioned above 
the United States has, in fact acwptcd that contention 
camouflrtg d by tile somewhat shallow device of a customs 
umon in ultimate contemplation 
A solution on these lines mi^t be the easiest to secure 
For It would only mean an extension appropriate to modem 
conditions of a widely recognised principle It would still 
exclude purdy fortuitous and temporary preferences given 
to one nation over another by competitive bargaining, and 
would base the right to mutual preference on permanent factors 
tending ako to co operation foi sSl other purposes The nght 
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to mtcr*European tanff preference would naturally go witl 
rail, river and air transport conventions and greatly factlitat 
the cslabbshment of a European monetary system In oik 
words Europe, including the colonies of the continenta 
European countries, could thus secure all the advantage 
which the British Empire has been able to enjoy b) the ngh 
to Empire Preference and by the development of staling 
As in the British Commonwealth all the advantages of co 
operation over the whole field of policy could be sccurci 
without infringing the sovereign independence of any member 
What IS more, a solution on these lines would enable thi 
country to develop special economic relations with Europ 
without prejudice to the development of Imperial Prcfcrcnct 
Preferential systems arc not, like customs unions, mutual!; 
exclusive, but can to a large extent overlap or interlock 
Canada's participation m Empire preferential schemes ha: 
not precluded her developing especially close economa 
relations with the United States 
The broad conclusion which emerges from the survc) 
covered by the preceding chapten is that the system of pro- 


monetary system, 13 restrictive and not expansionist, essentially 
destructive to stability and calculated to result from time to 
time in disastrous depressions Nor is there anything in the 
facts which I have given to justify the belief that the only alter 
native IS a system of closely associated totalitarian economics 
The true answer seems to lie in a system of free co-operation 
among nations as nations This need not preclude the actual 
conduct of trade and industry being earned on by individual 
enterprise On the contrary it would, I believe, facilitate it 
by eliminating the temptation to resort to direct slate manage- 
ment But It docs mean that eacli nation should be free, first 
of all, to exercise unfettered control of its own economic and 
monetary policy from the point of view of the national interest, 
taking into account every relevant factor whether of. the 
balanced development of its resources, the stability of employ- 
ment, the Steadiness of the price level, social welfare or national 
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defence It siiould, sccondlj be jio less free to broaden the 
base and balance of its development increase stability and 
stimulate expansion, b) mutual nrrangement vvitli otlier 
nations, more particularly with those m vvliose welfare and 
strength it is most closely interested, whether for reasons of 
sentiment, of cormnan political ideals or gcograplucal con* 
tigmty It should, lastl) also be free to broaden yet further its 
balance of dc\ clopmcnt by trade with nations or nation groups 
outside Such a system would be soundly based expansionist 
at ever) stage and at the same time provided with the internal 
bulkheads required to protect it from disastrous world wide 
^uctuauons 

Nor docs the fact that the basis of the system is the nation 
and the national interest mean that u will ncccssanly involve 
narrow autarkic, ultra proicaionist and restrictive policies 
On the contrary , as the preceding chapters have shown, tliesc 
have laigcly iiccn tlic result of the restrictive effect of an 
external monetary system which has accentuated the fear of 
adverse balances and of a Most Favoured Nation Clause 
which has forbidden stnightforwird prcfei'cntial tariff arrange 
incnis and driven the nations to the most cumbrous 'ind 
harassing devices in order to secure a measure of reciprocity 
Group or region'll economic co operation is, in fict, the work 
able middle course between the cinos of unregulated economic 
promiscuity and the tyranny of totalitamn sm The more 
effective the co operation for economic expansion within the 
gioup the larger also, m the sequel, will be the opportunities 
for trade with the outside world and die readiness to facilitate 
such trade The more the Bntish Empire or Europe develop 
their resources by a pohey of free co-operation the greater will 
be their eventual trade with the United Slates Nor under a 
system of freedom is there anyUimg to preclude special 
economic arrangcincnts between the British Empire and the 
United States, so long as the latter recognises tiie British 
Empire s nght to conn ol its own economic destiny in its own 
way Itisa system which should appeal to Americans themselves 
once they have recovered from their new found obsession with 
an out of date intcrnationahsm and from llie intoxication of the 
belief that it is their mission to dominate the worid s economy 



CHAPTER VI 


THE AMERICAN OFTENSIVE, I933-1945 

Three main concliuiona tmcrgc fbm the survey of the inter* 
war years contained in the preceding chapters The first w 
that the attonpt to restore the mnctccnth-ccntury mttr* 
nationalist economy based on the Gold Standard and the 
Most Favoured Nation Clause broke down svith disastrous 
results to all concerned and, not least, to the United States. 
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to the fact that it was free, so &r as Jnter*impcnal trade was 
concerned, from the restrictive effect of the Most Favoured 
Nation Clause and was also free, thanks to the discovery 
of Sterling, to adopt an expansionist monetary policy suited 
to the needs of trade and pioducuon Thirdly, that other 
nations, and more particulariy (liose of the European Con- 
tinent, precluded from the exercise of both these freedoms, 
were driven more and more into extreme and increasingly 
totalitarian or quasi-iotalitarian methods for the control of 
their economy, and that the best hope of a stable, expanding 
and liberal world economy lies m developing the British 
system of regional or group cconoroics How comes it then 
that the Uruted States, profoundly interested as they should be 
in a liberal world economy, have for yean pursued a deter* 
mined and consistent policy aimed at the enforcement of the 
Most Favoured Nation Clause and, above all, at brealmg up 
the liberal British Commonwealth and Sterling System? 

The amwer lies partly m the economic development of the 
United States m the last generation, but even more in the 
American intellectual atmosphere created by American con* 
ditions and the American Way ofidc All nations am in greater 
or less degree the prisonaa of their own intellectual environ* 
ment. The fewer their contacts widi the outside world, whether 
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due to deliberately enforced scdusion, as in the case of Russia, 
or due to distance from the rest of the ivorld and absorption 
in their own affairs, as in die case of China in the past, the 
more effectively are the pnson gates closed upon their nunds^ 
Of no nation is tbs more true than of the American, above all 
m the economic sphere The long isolation of the Amencan 
economy from the impart of external economic forces and its 
immense internal expansion have delayed by half a century 
and more those effects ofmtcmational competition and of the 
conscious emergence of the working class as the doimnaat 
element in politics ithich have inevitably forced the rest of the 
world more and more along the path of planned economics 
Meanwhile the volume and efficiency’ of Amencan produc- 
tion have reached a pitch at winch it has httlc to fear from 
competition at home or abroad, but is more concerned with 
the problem of exporting surplus production in order to 
stabilise employment at home TJie dominating position of 
American finance, especially if gold is to remain the ultimate 
basis of all values, lends encouragement to visions of an almost 
unlimited expansion of exports Hie ordinary American’s out- 
look to-day tends, m fact, to be very much tliat of the ordinary 
Englishman of 1847, a vision of economic ivorld conquest, 
presumed to be for the benefit of the world itself, but above 
all aimed at stcengthemng and stabilising America’s present 
predominance What that outlook ignores is the complete 
change both in actual ivorld economic conditions and still 
more m the intellectual and pobtical outlook of the rest of 
the world The England of 1847 embarked upon its policy 
of economic iniernationahsm on Uie full flood tide of iatsser 
faire thought everywhere The Amencan of to day confidently 
assumes as self evident economic axioms propositions winch 
the rest of the world has long ago discarded in practice, even 
if statesmen and economists still pay lip service to them as part 
of the conventional insmcenty (rfmtemational conferences 
There is another similanty between the ruling Amencan 
outlook of to-day and that of the Liberal capitalist imddie 
class that led the fight for economic intemationahsm m 
England a hundred years It is a natma! convention of 
party warfare, especially in Anglo Saxon countnes, to claim 
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a higher morality and a greater interest m the peace of the 
world for one s own party and its ideology, and to regard one s 
opponents as endangering the peace of the world for sordid 
piotivcs of class interest The English Socialist of to day feels 
this about capitalism and capitalisU, and secs the world 
milicnmum in the spread of Socialism forgetful of the fact 
that this was exactly what capitalism felt and said about 
aristocratic landlordism and hoped for in the prospective 
“bagman s paradise of world free trade The American 
Neiv Dealer of to day is acutely conscious of the fact that the 
Republican Party s high tariffs were a contributory factor in 
the world depression, and associates that pohey with the 
political isolationism which would have left Europe, and 
perhaps the world, at the mercy of Nazi aggression Equally 
naturally he tends to think that this was the case m other 
countnes— that the world depression was, in fact, caused by 
high tanfis and rcstncuons everywhere What he fails to 
realise is that it was the inadequacy of the protection afforded 
by their tariffs under Most Favour^ Nation Clause conditions 
and, m particular, the absence of any protection m the United 
Kingdom, which contributed quite as much or c\cn more 
than the American tariff to the disaster of an unbalanced world 
economy, and that the restrictions which he most blames for 
the depression were imposed after it had come about and did 
m fact, cure it 

That explains the curious blend of almost religious pun 
tanical fervour on behalf of economic internationalism with a 
shrewd determination to advance the national interest which 
has characterised statesmen hkc Mr Cordell Hull, Mr 
Sumner Welles, Mr Wallace, or Mr Clayton just as it char 
actensed John Bright and Richard Cobden a century ago 
These are all men to whom, with the late President Roosevelt, 
the world, and we in particular, are deeply indebted for their 
courageous advocacy of a policy of intervention and for their 
help m ihc hour of our greatest danger That makes it all the 
more difficult, though none the less necessary, to oppose them 
when they try to force upon us and upon others an economic 
policy which, if adopted, can only end m economic chaos 
and facihtate the spread of lotahtananism 
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Our idealist friends are qoI, however, the real dnving 
and deciding force in this business TTiat, as Lord Keynes 
discovered when he began talking about our sacrifices for the 
cotnmon cause, is supplied by the ‘tough guys in Congress 
and outside It is supplied by die big industnal interests 
clamouring for an unhimted outlet to provide for their 
immense surplus capacity and to keep do^vn their overiiead 
costs ^ It IS supplied by big business eager to finance exports 
and secure world- wide control Our idealist friends may admit 
that their policy will only work if Amcnca, now a creditor 
country, becomes, on Iwlance, an importer and not an 
exporter So far as the tough guys are concerned, that is all 
theoretical boloney They are for exports and more exports 
and yet more exports They tvant to supply the needs of 
every country, not only m goods, but in air and sea transport 
and finance-exports visible and invisible And there are 
other tough guys, more concerned with the home market, 
who ^vill sec to It m Congress that any reductions in the 
American tariff arc not going to spoil their business They 
secured from President Truman a pledge since implemented 
that any American trade treaty will contain an escape clause 
providing that any concessions it contains may be suspended 
if found injurious to American produang interests As foi 
the balance of payments, the financiers can see to keeping that 
balance going for the present— and never mmd the tlieonsts 
uho point to the inevitable eventual crash 

What even the statesmen of the New Deal fail to recognise 
is that their policy, if it is to be accepted by the world, can 
only continue to work ivithout a crash on the basis of an 
eventual enormous increase of Amencan imports, which must 
of necessity increasingly compete with American production 
As wifn us ui ☆it ■past tW Vcriftcncy wu'ii Vjt t/cA. wfry to 
a less balanced internal economy and a greater dependence on 
external interference with that economy, but also towards 
an increasing subordination of the interests of producers to 

> Amcncan statistiaans have calculated that a pre-war export of 10 
per cent of automobiles produced kqit dmvn home pnees by over 20 per 
cent and that the same applied in even greater measure to the export of 
machine tools, agnculturat madimery, and above all, films 
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those of financien and merchants Meanwhde it is to this 
passion for export, not to the necessity of an import surplus, 
that they appeal when they \vant to put their policy across 
at home In October 1944 President Roosevelt said “I 
intend to find jobs for 60 000,000 Amencans by trebling our 
exports ’ A rosy prospect for us who have been told that, 
merely m order to exist, we must increase our total exports 
by 75 per cent, which means that we must double our exports 
of manufactures Similarly Mr Vinson, the Secretary of the 
American Treasury, commended the Loan Agreement in a 
broadcast ‘ as opening the way to the removal of all govern, 
ment restrictions on purchases from America’* America is to 
sell and sell and all will come out tight for everybody, some- 
how That IS the policy m a nutshell 
There is a further clement m (he situation which cannot be 
Ignored The severance between America and Britain has 
never, happily for both of ui and for the world, been complete 
For nearly a century after the Revolution the United States 
were still in large measure withm the orbit of the British world 
economy In actual fact, and still more in political psychology 
the British Empire has had more continuous contacts with 
the United States, even on the American Continent itself, 
and has bulked larger on the Amaican horizon than any 
other Power There has consequently always entered into 
their mutual relations, especially on the American side, some- 
thing of the same attitude that I tavc referred to as customary 
in the field of party politics, 1 c of rcgaidmg the other party 
with particular suspicion as the spcaal example of the policy 
of which one disapproves One has to keep this m mind to 
-4 r - * Trt* , ,»i, t ni that madc in a 
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and liberal economic system in the world should be picked out 
for such a description may surest an echo of the well known 
protest of the wolf against the lamb’s aggression upon his water 
rights But it would be a mistake to regard it as mere msmccre 
hyperbole Fantastic as U may stem to us, Amcr can opinion 
has fastened upon British economic pobey as the typical 
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example of ccononuc impcnalism, and it is to the destruction 
of the system of Empire Preference that the policy of the 
United States has been most consistently and systematically 
directed It is for this purpose, even more than m tlic hope of 
combating totalitanamsm clsevdicrc, tliat the Most Favoured 
Nation Clause was made the Arh of Ac Covenant of Amencan 
policy 

The first American attempt to reverse the trend of world 
development was made, in Ac year after Ottawa, at die London 
International Economic Conference of 1933 This was held, 
most appropriately, m a geolt^ical museum, and all the pious 
sentiments of an out of date economic internationalism were 
duly expressed by statesmen who knew that they could not 
possibly heput into c/Tcct Anyhopeevenofsomesortoffermai 
agreement was wrecked by the attitude of continental gold 
countries demanding a prior settlement of the monetary 
position and by President Roosevelt’s unexpected and drastic 
action m meeting his own domestic necessities by reducing tlie 
dollar to 50 per cent of its previous gold valuc—not a very 
encouraging precedent, incidentally, for the permanence of 
the Brctton Woods scheme 

For a time it would seem as if continental totalitarian 
methods bulked even more lately m the eyes of the State 
Deparlmcnt than the iniquity of Empire Preference At any 
rate in 1935 Gcimany’s use of exchange manipulation to 
secure the control of SouA Eastern Europe was countered by 
her exclusion from Most Favoured Nation rights in the Ameri- 
can market and by the imposition of a penal tanff With this 
instrument in hand against a Power which was increasingly 
tlireatenmg the peace of Europe Ac situation became favour- 
able for an approach to Ae Britisli Government in order to 
secure at any rate a partial reversal of Empire Preference 
Tlie nondesenpt coalition which then presided over our affairs 
had never regarded Ottawa as much more than an expedient 
necessitated liy the world crisis and by the insistence of the 
Dominions WiA an old feshioncd Liberal Free Trader at 
Ac Board of Trade it had, so fer from treating Ottawa as the 
first step in a pohey of planned expansion, already whittled 
away some of its provisionsuiits treatiesiviADenmark and the 
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Argentine, 'ind was only too ready to appease the United 
States by whittling away some jnoi^ 

Negotiations were delayed for some time, but were hastened 
by the growing crisis m Europe In November 1938, a fe\% 
weeks after Munich, an Anglo-American Trade Agreen’cni 
was signed This still further cut down and circumscribed 
Empire Preference It committed us m the case of purchases 
by a government monopoly to be influenced solely by sucli 
price and other considerations as would be taken into 
account by a private trader, in other words not to gi\e pre 
ference to Empire goods or to conclude a bargam on reciprocal 
terms with an Empire country Over and above that the 
Agreement was notable for the whole hearted acceptance by 
the British Government of the principle of the most Favoured 
Nation Clause A report of the Economic Committee of the 
League of Nations stated hopefully The nciv altitude 
towards the Most Favoured Nation Clause taken up by the 
United Kingdom and by the States wdl make it increasingly 
difficult for counlnes practising the method of exclusive mutual 
concessions to persist in that policy’ It is to say the least of 
It, doubtful whether the effect was not, m fact, preascly the 
opposite, namely a hardening of Germany s determination 
to acquire her Lebensram by more drastic and aggressive 
economic and military measures 
The outbreak of war wasr^arded by the State Department 
as affording a fresh opportunity for furthering its policy Mr 
Sumner Welles’ diplomatic mission to the European capitals 
would seem to have kept that issue well to the forefront as 
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arrangements m favour of the implcmentauon oi me Most 


Roosevelt and Mr ChurchiU met at sea on me codit oi 
foundland Of the amiable geocrahties embodied m the state- 
ment issued after their discussions— since grandiloquently 
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designated the Atlantic diarter—only one u'as the object of 
an> sei lous discussion ^ That was the one m which the Amen 
can negotiators worhed with all &cir might to commit \lr 
Churchill to a formula which would involve the abandonment 
of Imperial Preference This was too much for tlie Bntish 
Cabinet, and Mr Churclufl insisted on inserting into Clause 
IV which stipulated for “the enjoyment by ah States, great or 
small, victor or vanquished, of access on equal terms to the 
trade and to the raw materials of the worid ' , of the caaial 
“with due respect to their masting obligations’ These words 
ivcrc, as Mr Churchill explained to Ae House of Commons 
on April aist, 1944 

Tunitmg words inserted for tlie express purpose of 
retaining in tlic House of Commons and m tlie Dominion 
Parliaments the fullest possible rights and principles over 
the question of Imperial Preference ' 

The direct attack on Imperial Preference was thus repulsed, 
but onl) , so far as the public was concerntd, by a vague and 
unsatisfactoi'} rcfeicnce to existing obligations tvhich might 
be interpreted to mean citlicr the permanent obligations of 
mutual CO operation which exist between the nations or the 
Commonwealth or merely the oliligations of the current 
Ottawa Agreements A clear cut and public declaration that 
Imperial Preference was not a Tnaucr whveh we were prepared 
to discuss would, no doubt, have been much better But at 
that moment, ivith Araerjca not yet m the war Mr Churchill 
possibly did the best that could be done 
Meanwhile the Stale Department was endcavounng by 
alternate efforts at persuasion and economic coercion to secure 
Japan s abandonment of her policy of the economic absorption 
of China The commercial treaty between the two countries 
was denounced m July 193^ and m July 1941 President 
Roosevelt issued an Executive Order freezing Japanese assets 
in the United States and thus bnngmg about a virtual cessa- 
tion of trade These measures were no doubt influenced by 
general disapproval of Japanese aggression, but it is mtereslmg 
' Sa Appendix A 
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to note how consistently Afr Cordell Hull kept hw man^ 
economic objective m xtcw throughout Thus we find him 
saying m October 1941 to the Japanese Ambassador “that he 
had been fighting such measures as those taken at Ottawa 
and would like (0 have Japan join with the United States in 
fighting for liberal cconoimc pohaes’ On November i8th he 
ivas again pointing out to the Japanese Ambassador that he 
was even then engaged m efforts to induce the British Empire 
to reduce its Empire PrcTerencc The American Government's 
determination to secure the enforcement of the Most Favoured 
Nation principle was again stressed in Mr Cordell Hull's note 
of November afilh which finally decided the Japanese to 
hunch their surprise attack 

America’s entry into the tmr ym followed by the n^otia 
ttons which were completed on February 23rd, 1942, by the 
signature of the Mutual Aid (Lend-Lease) Agreement ' Thu 
was based on a recognition of the fact that, to quote the 
preamble, ‘ the defence of the United Kingdom against 
aggression is vital to the defena of the United States’ In 
spite of the subsequent narrow interpretation of the defence cf 
the-Umted States as coming to an end the moment hostihties 
ceased, this was a broad and generous acceptance of the 
prmaple that wc were engaged all out on a common venture 
for our common civilisatjon But Jt is not true that it “took 
the dollar sign ’ out of our co operation, as President Roosevelt 
suggested That sign was very much pul back by hfr Cordell 
Hull in Article VII of the Agrccmcnl which was as follows 

‘In the final determination of the benefits to be provided 
to the United States of America by the Government of the 
United Kingdom in return for aid furnished under the Act 
of Congress of hfarch 11th, I941, the terms and conditions 
thereof shall be such as not to burden commerce between the 
the two countries, but to promote mutually advantageous 
economic relations To that end they shall include provision 
for agreed action by the United States of Amcnca and the 
United Kingdom open to participation by all other coun- 
tnes of like mind, directed to the expansion, by appropnate 
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international and domestic measures, of production, 
employment and the exchange and consumption of goods, 
which are tlie matenal foundations of the liberty and wel- 
fare of all peoples, to the elimination of all forms of dis- 
crumnatory treatment in international commerce, and to 
the reduction of tariffs and other trade barriers, and, in 
general, to the attainment of all the economic objectives 
set foith m the Joint Declaration made on August 12th, 
1941, by the President of the United States of America and 
the Prime Ministci of the United Kingdom 

‘At an early convenient date, conversations shall be 
begun between the two Governments, with a view to 
determining, m the light of governing economic conditions, 
the best means of attaining the above stated objectives by 
their own agreed action and of seeking the agreed action 
of othci like minded governments ” 

This time the attempt to commit this country and the 
British Empire to mortgage its future for the sake of immediate 
help by pledges essentially irrelevant to the issue of the war— ■ 
unless, indeed, we wcie cng<agcd m a life and death struggle 
to defend the Most Favoured Nation Clause— took even more 
definite shape than in the Adanlic Charter Once again Mr 
Churchill secured m pnvatc correspondence an assurance 
from President Roosevelt “that we were no more committed 
to the abolition of Imperial Preference than the American 
Government were cdmmittcd to die abolition of tlieir high 
protective tariffs ’ (Mr Cb'urchd! in tlic’House of Commons, 
April 1st, 1944) But this pnvatc assurance, only made public 
two years 'later, 'had htflc inBuencc wifli fhc'Stitc'Departmcnt 
which has ever since regarded us as committed at least to the 
reduction, if not the ehraination, of Imperial Preference and to 
pressing the Most Favoured Nation Clause upon the rest of 
the world Whether the text of Article VII really commits 
us to anything may be open to question For nearly fifty 
years we have in all our trade treaties excluded inter-Empire 
trade from the purview of mtemational trade, and it is at least 
arguable that we are entitled to continue to do so Agam it is 
even more arguable whether the objectives of the expansion 
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of production and employment, which are put in front of that of 
the exchange and consumption of goods, are reconcilable with 
the elimination of discnrmnatoiy treatment or of the effective 
control of imports But there is no doubt what the Amencan 
State Department intended by the Article, and it docs not 
appear that the British n^tawrs made any attempt to argue 
the case, though by then we were m a far stronger position 
than at the time of the Atlantic Charter by the very fact that 
the United States were m the war 
So far, indeed, from arguing the case for our established 
policy or, at least, being content to wait until the United 
States should in pursuance of the final sentence of Article Vll 

’ '• ' - - » « c , u. t. 


fertile and ingenious bram of the late Lord Keynes had 
hatched out a scheme for financing an expanding world trade 
by using the surpluses of creditor nations to enable debtor 
nations to meet their requirements through an international 
fund which, like a bank, would, in effect, give overdrafts on the 
strength of its deposits \Vhelher such a scheme, or any 
internationally managed scheme, would ever have worked 
may be open to doubt Lord Keyn«’ scheme had at any rate 
the men: of being cxpansiotust m its tendency and the fund 
of $21,172 million which he proposed was reasonably sub 
stamial So Lord Keynes went across to sell his scheme to the 
Americans who promptly produced, through Mr White of 
the Amencan Treasury, thar coUnter-proposals based on the 
narrowest Gold Standard Jmes How much of Lord Keynes’ 


ideas survived the process of negotiation will be discussed when 
] come to deal with the Bretton Woods scheme Enough for 


the moment to say that Mr A/oigcatftsu efoendeuf fheAtrtw 
as ‘ ‘ the frmtion of the American Treasury’s gold policy ' 
Meanwhile m the winter of 1942-43 a British commercial 
delegation of officials was equally busy m Washington trotting 
out a scheme for a multilateral commercial umon based on a 
variety of fancy proposals for workmg out reduction of tanffs 
and preferences without the slightest idea of what reductions 
the United Stations might be prepared to offer themselves, 
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slill less of what any othei country could or would offer after 
the ^var, or hotv a totalitarian state like Russia could be fitted 
into the scheme at all The Dominion and Indian Govern- 
ments tverc to some extent kept m touch tvith these very 
academic proceedings, and shepherded m the desired 
direction, mainly through their officials But nobody seems at 
any stage to have consulted Bnlish mdusiry oi agnculture 
or the pioduceis in the Tmpirc whose mleresls were so 
vitally concerned As with Loid Keynes' happy thoughts 
on finance, the British suggestions eventually emerged 
transmogrified into the fantastic American proposals to which 
the British Government first pledged its Ml support in con- 
nection wztli the Loan Agreement and which it has more 
recently endorsed m the Geneva Draft Report and the Tariff 
Agreement To borrow Mr Morgenthau’s expression they 
represent the fruiuon of the ‘State Department’s theories of 
how vorld trade sliould be reshaped 
The underlying conception not only of Bretton Woods and 
of these commercial proposals, but also of the proposals about 
nutrition emerging from the Hot Springs Conference and 
certain discussions on, commodities and buffer stocks and, 
not least, of the economic and soaal side of the United Nations 
Oi^anisation, is that of a restoration of the internationalist 
world economy as dreamt of, nnd partially realised, m the 
penod 1845-75 But it is to be an mtcrnationalist economy in 
a new sense, not an economy functiomng automatically 
entirely outside all national control, but one enforced by 
international organisations to which the nations are to hand 
over control of their mdividual wclfiirc That such a system 
could wee work in practice, whatever the cennotme policy 
which It attempted to enforce, is more than problematical 
For the moment our mam concern is the actual policy to which 
we committed ourselves by the conjoint effect of our accep- 
tance of the Bretton Woods scheme, of the principles of the 
American Commercial Proposals, oftlic Geneva Draft Report 
and of conditions attached to the Loan Agreement 
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An imroRAL ]nrt of lii’' Ainentm pnlicy Inj liccn, in nnp 
form or nnotiicr, to restore tl* gold si md ml, le & world 
monenr) system cutsidc miioinl control— or, ntthrr, mso far 
ns Amcric'i holds (I5 per cent of llic world s stocks of mAtipnr)i 
gold, under Ainerir in control I ln\c fllrcidy referred to I onl 
Keynes’ or giml propnsds for n mmictiry scheme brsed on 
ihc Ksuc nf m iiitmi u on il cuffcncf nllcd "b tiicor’ , Incked 
by fat, 172 millions of dcpouii, which would cinblc debtor 
intions to use llic surpluses of craluor muons in ct^icr to 
fiinncfl their own purcl nscs by whnt wni, in effect, an ex 
dnii^jc nf ovcriirtll fie hues I ike stcrliug, wl ich In some 
rcjprcts It rcscinblctl, h« ijeiicm mi riKiitnlly Mpiniionnt, 
and cilcuhtcd nt any nte 10 reduce dependence on gold 
N'durally it evoked a jirong reaction from the Un ted ')hlei 
Treasury svliich promptly produced the so called Wliite 
Sclictnc, a purely gold standanl banking sclieme on the 
iiarrovscjl Jmes J^xperts on l>oth sides wen. duly convened 
md after months of ducussioa produced, m Apnl Kjii, n 
Joint Stntement (cmd 6*519) embodying a ‘compronuic’ 
winch on most vital points was a victory for (he American 
point of view llus, with a few inodificntiom, was adoptetl 
by a conference of rcjircscntaiivci of firty four nations which 
met for three weeks m July 1914, llrction Woods, iNcw 
Ilampdiirc After some final minor amendments il was 
apptomi by (he United Stain Senate on July tgih, ipfj 
The plan covers two separate schemes, one for an Inter* 
national Monetary 1 und and llic second for an International 
Hank for Rccomiruction and Development {ice Append x Oj. 

In broad outline the monetary scl erne consists of a 1 und 
nibsenbcd by all ibc jncwbcm by quotas npportiimcd (u their 
CHiimated nreds nt the Hrrtion Wpods Conferincc Die t ital 
subscription, if all the fifly*onc nations represented ullim itcly 
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joined, was to have been §8,800 miUions or ;^2,200 millions 
The largest single quota was that of the United States witb 
§2,750 millions, the United Kingdom came next with 
§1,300 millions, The Bntisb Empire as a ivhole was to 
subscribe $2,350 millions, the South and Central American 
countries over S500 millions ^ Russia was down for §1,200 
millions, but lias not joined The actual total is thus §7 600 
millions The Fund lias an dcctcd Board of GovemoK, but 
Its real potvers aic concentrated m its Executive Diicctors and 
Managing Director The Fund is a jundical person and 
immune everyivhcre from taxauon, expropriation or judicial 
process of any kind The mam advantage conferred by the 
Fund is the right of members to buy other members cunencics 
from the Fund witli their own currency, eventually up to the 
total amount of their quota For the rest they abandon the 
free control of their mnct&r) pohej and subject it to the 
discretion of the Fund m carrying out tlie purposes for which 
It has been constituted Members arc, however, free to with- 
draw at any time from the Fund and forgo its advantages 
They would then have to redeem in gold or convertible cur- 
rencies such amount of then own currency as the Fund might 
be holding in excess of their quota, a provision which might 
not be too easy to fulfil In any case other members would 
tlien be obbged not to co operate with them in trans- 
actions contrary to the agreement or to the purposes of the 
Fund , a form of finanaal boycott which might be very 
embarrassing 

The purposes for which the Fund is to be set up, and by 
which It ' shall be guided in all its decisions , arc set out 
under six headings m Article I The thiirl of these defines the 

^ Under Artide XII 5 voungisfobcbynmplemajonty Eachmember 
IS to have 250 votes plus one forcach ?ioooooof its quota Tliatwould 
give die United States 27 750 votes Souti and Central Aincnea 9 250 
the British Emp re 25 000 Each S4oooooworthofnct sales of its currency 
by a member gives it an additional vote each §400 000 of other currcnc es 
bought from the fund reduces its voting power by one vote These addi 
tions or reductions are m each case deemed to be limited to the quota of 
the membci' involved But t means that the United States voting po vcr 
might cas ly nse to 34 625 while ouis might be appreciably reduced 
Here as n the charges for hold ng otha' currcnc es all the emphasis is m 
favour of the creditor against the debtor 
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inimcdiate monetary purposes as follows “To promote 
exchange stability, to mauttain orderly exchange arrange, 
menu among members, and to avoid competitive achange 
dcpreciaboa “ The other headings are, m efTect, devoted to 
saying that the ctgcci of this moneiary policy is to hnng about 
the mam economic policy of promiscuous mdiscruninate 
trade to which the United States Administration » wedded 
I shall deal more fully whh thu imiin object when I come, m 
the ti^t chapter, to the American Gommctcial Propcoals 
For the moment I shall confine myself to the more immediate 
monetary purposes 

It will be noted that the oiUy stabJity aimed at is that of 
exchange ^ There i3 no reference whatever to the infimtcly 
more important question of stability of the pnee level The 
foTcnct IS an xmdouUtd convenience m in'icmaiitmal trade, 
but not an essential The latter, on the other hand, » a vital 
factor m social and industrial wclferc Large, rapid, unfpre* 
seen and uncontrollable fluctuations m the price level arc 
more responsible for social and political upheavaU than almott 
any other cause, as was pointed out by Ae MaenuUan Com- 
mmion (see p 47) The deflation resulting from the Amen 
can policy m 1331 contributed directly to the discontent m 
Germany which brought Hitler to power, and so to all the 
d sastets which have bclallcn the world since 

The two objects are not ncossanly incompaublc Under a 
managed currency hhe staling both stability of the pnee level 
and parity of exchange over a wide area can be successfully 
combined But that is not the case when the supply of ex- 
changeable money is determined by a given quantity cfgold 
or dollars liable to fortuitous or arbitrary increases or re- 
ductions bearing no relation to the needs of any particular 
country or of the world as a whole That was stet Vappewei 
in 1875 and in 1931, and is, in effect, happening agam under 
the Bretton Woods scheme So far, however, as the Fund is 
concerned u obviously regards the world econortuc cnsis as 

‘This in cur case u perroanaily fiwd at the rate {$403 *°/**.^, 
prevailing at the end of October 1945 (Artidc XX 4 (a)) H®'’' 
rate bears any relation to the real iwuve value of curniao aunng ara 
after the years of transition ahead afos, st e impossible lo CTOjccture 
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outside Its purview, and docs not look beyond its limited task 
of preservmg exchange panty subject to relaxations whose 
inadequacy iviil be disai^ later 
These relaxations, after the liret jd per cent nmhteral 
devaluation arc to be controlled by the Fund with a view 
to avoiding competitive exchange deprepiations Here again 
the underlying assumption seems to be that the world troubles 
in the inter war years were largely caused by deliberate 
currency depreciation when it was, in fact, the disastrous 
internal conditions resulting from the gold standard which 
compelled devaluation— in our ease only after the most 
desperate financial and political efforts to avoid such a 
‘ disaster’ As a device for improving an external trade 
pas-vnr® ss d.i'iirgm.tsbfaJ Jrevaj recsjfp.'ig w .'x\i^rna} pnea 
situation, devaluation is a scry dumsy instnimcnt It raises 
tlic price, not only of competitive imports which wo may wish 
to reduce, but equally of the essential imports which ive must 
have It stimulates the exports we do not wish to encourage 
as ^vell as those which we do tvish to encourage Even as 
regards the latter its effects arc only beneficial when the 
resulting reduction in pnee (as measured in other currencies) 
leads to a more than corresponding increase m the volume of 
sales Where that is not the ease there is actual direct loss from 
devaluation That remarkable American official study, The 
Untied Plaits ui the World Economy, after pointing out that 
Ufuced States imports have not ^cn to any marked extent 
affected by changes m pnccs, but have been directly depen- 
dent on the trend of prcductive activity, goes on 

This charactensUc of American import trade is par- 
ticularly unfortunate in dracs of depression and pressure 
on the balance of payments of foreign countries with the 
United States It means that a fall m foreign prices under 
such conditions docs not facihtatc, but only aggi-avatcs the 
problem of adjustment ” 

ITic first remedy for an unsatisfactory bakncx of pay- 
ments IS not devaluation, but a selective control of imports, 
both as to tlieir nature and as to their source, or fcven in the 
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selective subsidising of certam kinds of exports (c g shipping 
oraviation) Ifourrccovcryaftcr i()3i wasso* outstanding' 
as that same study points out (scepp 40-45) it was not because 
we devalued m relation to gold, but because we devalued to 
a price level that suited our needs and simultaneously with a 
large part of the world whose needs were equally suited, while 
at the same tunc, the adoption of a domestic lanff and the 
conclusion of the Ottawa Agreements exercised a vigorous 
expansionist effect upon the productive activity of all con 
cemcif 

The one point on which all British parties were agreed aflcr 
1931 was that we should not again be tied up to the gold 
standard Anxious questumers m Parliament about the 
negotiations at Bretton Woods were invariably put off by 
assurances that we were In no way committed, and that there 
would be the fullest opponuiuiy for debate before any 
decision was taken In June 1945 Mr Ecvm assured the 
Home of Commons that neither he nor his Party would m 
any circumsiances again be anchored, directly or indirectly, 
to gold When Bretton Woods was subsequently rushrf 
througii all that Government spokesmen could say was that 
this was not really the gold standard It is, no doubt, avowedly 
only a gold exchange standard, and there is no actual obli- 
gation on a member of the Fund to fix its internal price level 
m direct relation to its reserve of gold or currency convertible 
into gold But this w, m effect, only possible so long as it holds 
such a reserve Once the merve runs out, as ours is now 
rapidly doing, it must either deflate or abandon pant) 
With any alteration of parity narrowly limited unless a 
member is prepared to talc the invidious and difficult step 
of breaking away from the Fund altogether, the clear object 
of the scheme is to enforce, by indirect pressure the same 
deflation that the old gold standard system enforced more 
immediately In any case a monetary system in which all 
valufs are ultimately measured m gold and whose sole pur- 
pose IS to maintain the convCTtibibty of national currencies 
into gold at a fixed parity, without regard to stability of pnee 
levels or the expansion of production, iS a gold standard 
Mr Morgenthau left no doubt on diat point when he declared 
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that Bretton Woods represented “the fruition of the American 
Treasury’s gold policy ^ 

Apart from its effect upon mtional price Irn-els the most 
serious aspect of the attempt jwcmaturcly to force conveiti- 
bility at a fixed rate, coupled with “non‘discrimmation”j is 
that m a difficult and unecitam world situation it exercises a 
directly rcstuctive effect upon trade and production. In its 
anxiety to be sure of possessing enough gold or convertible 
currency like dollars every country is tempted to restnet 
impoits m order to have enoi^ gold either for its reserve or 
for its purchases from convemWe currency countries The 
point was well put by an eminent American financial authonty 
Mr Rene Leon, m his book Bretton Woods 

"Under conditions of extreme readjustment, social, 
political and economic, can expansion of trade and also 
balance be achieved on the basis of fixed exchanges? My 
ansiver is, No To harness world economy to static 
exchanges at such a time and iindci such conditions is to 
stifle action and obstruct reaction, because it is by their 
very fluctuations that the exchanges create those cor- 
rectives ivhich make for balance in international trade 

^ A dose scruf ny of the vanouj dauscs of Uw stheme reveals everywhere 
tl c tendency to force gold comcn W ty Under An cic VIH 4 (u) a 
member, whose currency lias not actutlly been declared scarce, can insist 
on ins bolduigs of xnolUcr member s currency being bought back for gold 
or I IS o\vn currency In other wrds, AnterKi can insist on payment m 
gold or dollars and tite same would apply to any other country whose 
currency we happi*ned to be short of As under Article VIJ i (n) the 
Fund in order to prevent a cuncocy bocoraci^ scarce can boiroiv that 
currency or buv it for gold the Fund need never br short of dollars and 
Article VIII 4 (11) abovenjUalways ijyly Ag»in under ArhclcIV4 (b), 
members are obliged if they buy the cuncnc es of other countries, to do 
so at the official pnnty, but arc dupensed from that obligation if tlicy buy 
and sell gold freely at the mtcrnational pnee Ihis means, m effect, that 
Asc may be liable to boy ip at par large quanta cs of weak currencies 
unless \ V establish complete coavstiibthiy The Uniied Slates 
already on gold w ill be under no such oUigat on to support oilier coun 
tries weak currencies Under Aitidc 11 7 (1) of tlie Bank for Rccon 
straction calls on mcmbeis hnvc to be paid m gold or dollars or in the 
currency required to dischugc the obligations of the Bank for the purpose 
for which tl e call is made As most of tbc loans are likely to be made to 
provide dollars that means that the cafls on us up to a possible maximura 
of some ,^260 mlhaai, lulliiaic tobelbmidin go)d or dollars. 
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relations Fixed exchaagw are the conduits through 
’ which economic ills will flow and spread across national 
boundancs They will shacUe the weak cconoroiw to the 
strong, and debilitate the strong wthout strengthening the 
Weak The sum of all economic activities will be a gnvi. 
lation dovmwaids towards a generally lower standard of 
life all round ’ 

Mr Leon's prediction has been amply fulhllcd in the 
general restnepon of trade which the “dollar famine’ has 


in one respect, even more complete than under the old gold 
standard That was at any rate a voluntary association with 
tvhich individtia] natiora couid refix thor rdation as H suited 
them or even break away altog^er The low*linc was m their 
hands , they could let u out 25 per cent, as Australia d d before 
the crash came, or they could /« go altogether, as we did for 
the time being after the 1931 crash Under Brcitcm ^VoodJ 
VC can let out the tow Imc by 10 per cent if that is enough for 
our purposc—not lO per cent at a time, but lO per cent once 
and for all, so far as our own independent decision 1$ concerned, 
unless we leave the Fund altogether fs that ever likely to be 
, I — »«» Co^nTiwnmrKrr^tihataiopcrcent 

“ er cent, or any* 

ift, would haie 

met our situation in 1931'' We did m the cna tie on again at 
some 40 per cent below and even that figure was probably 
not k»v enough Under Bretton Woods, after one to per cent 
unilateral devaluation, vre can never let the tow tope out again 
ourselves That wfll be decided for us, m the case of the neat 
10 per cent, wuhm 72 hours, and m Che cJsc u/any /urtkvr 
devaluation at such lime as th« Fund may judge lit ' It is an 

1 In coming to a deemon the PtiM h« to he wlufied that the cliai^e 
1$ n«c»4ry to correct a fundamfiiul dorqu Jjbnunj, and, jf 10 wusPed 
stall not object on the grounds that that diseauilibnum u dat to U« 
domesiic icml or pplitical policio of the itiftnbtf concemnl (Article 
I V 5 (f) ) There u no defimtioil btrt of what tonatituto a fundanieiitil 
disequilibrium But the waiver of mioeit jirovuioni in the financial 
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interesting reflection on the incoherence of the Government’s 
policy that, having as its first oicasuic on lakir^ office, 
nationalised the Bank of England, it promptly proceeded to 
hand over the control of our monetary policy to an inter 
national capitalist body, fi'omwhich there is no appeal located 
in the United States, dominated by American gold and banking 
interests, and bound byits ArticlK to maintain a course which 
for us may mean sheer disaster *• 

There is no doubt, die pmwsion of Article Vlf that a 
country’s currency may be declared scarce by the Fund, in 
winch case members arc entitled to take discriminatory 
measures against its trade But a particular country may be 
scnously short of dollars, or visuahsc an impending shortage, 
long before a general dollar shortage has set in And m any 
case the provision means that dollare have actually to ran 
out before a remedy is permitted— the stable door must not 
be shut before the horse has been removed Nor is the sudden 
arbitrary imposition of special duties against a single powerful 
cdUntry always going to be politically easy to carry out In 
view, moreover, of the fact that the Fund can always borrow 
dollars from the United States, the latter will naturally be 
readier to lend them tlian to see discnmimuon applied against 
Its exports As one more example of the many official miS' 
calculations on whidi the Governments acceptance of the 
American loan conditions was based it is worth while recalling 
that Mr Dalton commending the Bretton Woods scheme to 
Parliament on December isdi, 1945, laid great stress on the 
‘first importance” of Article He explained that it 
afforded a practically automatic safe^ard against a heavy 
excess of exports by any particular country by authorising 


Agreement suggest that it would be based on some companson with the 
situation over a penod of years and m^ht bear little relation to the urgent 
needs of the moment or of the immediale future In any case, the purposes 
of the Fund by which the admiustralias arc bound wo ild lead then to 
look askance at any request that th^ could suspect— as they would 
naturally tend to do— of containing an dmentof competitive depreciation 

‘ The esscnualattnbuleofasovoeignsiateisthepoweratanytinie 
to alter the value of its currency for any reason deemed to be m the national 
interest ' R/^orl gf tki MamJlm Gmmltrs, I256 
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discnminatory tiade restrictions agaimt that country In 
fact, m spitd^ of an Amcfican nqiort surplus running at the 
rate of ^3,000 milbom a year and of a paralysing dollar 
famine, no action has been taken by the Fund on its own 
inmauve under Section 1 of Article VII to declare the dollar 
a scarce currency ^ Nor apparently had we or any of the 
countries hit by the dollar famine the courage to risk offending 
the United States by an application to the Fund for authority 
to discriminate against American imports The whole Bretton 
Wfoods scheme has since been offici^ly declared to be only a 
fair weather scheme, not intended to deal with a desperate 
crisis like the present, but only to regulate fluctuations jn 
exchange pressures of normal range So far from contributing 
to the expansion of trade the premature fixed exchanges 
enforced hy it have only had the effect of restnetmg world 
trade and aggravating unbalance and instability The whole 
tendency, in fact, of the scheme, and of the commercial policy 
of which It IS a part, « not to create a balanced economy, but 
to force American exports and redress the adverse balance by 
Aincncan lending That, m the end, can only lead to another 
crash and widespread repudiation 
If the elasticity afforded by the devaluation conditions of 
the Fund « obviously imulBaent to avert or meet any serious 
crisis, what of the elastiaty afforded by the nght to purchase 
other currencies from the Fund itself? It « here, again, that 
the inadequacy of the Fund to meet any really serious situation 
IS manifest total subscriptions or quotas making up the 
Fund were fixed at $8,800 million, say million At 
present, with Russia abstainuig the total 11 only jfi,90o 
millions, and may be still less in the event of other abstent ons 

— A f. frr. n f* 
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that, un)]Jte stcrlmg or even Keynes sclierae, it is far more 
Rely to be an instrument ofrcstncoon than of expansion 
The same complete inadequacy to serve any serious purpose 
appears in the provisions which enable a member to buy 
another member's currency to meet its needs on current 
account This it may do up to 25 per cent of its quota in any 
one penod of twelve months, and up to a total maximum of 
100 per cent additional to its own original quota This in 
our case, means that wc can correct a disequilibnum in our 
balance of payments up to 25 millions in a twelvemonth 
or up to a total of ^325 millions over the whole period of our 
membership We have, in fact, begun to do so For that 
accommodation we shall have to pay interest on the following 
scale for less than the 25 millions, one half per cent for 
nine months after the fimt dircc, widi an increase of one lialf 
per cent for cadi subsequent year The interest is to rise a 
furtlicr half per cent for each bradeet of 25 per cent of our 
quota, and when it has reached 5 per cent the Fund may 
impose such charge as u thinks appropriate Unlike tlie 
Kcynca scheme, the whole onus of reducing indebtedness to 
the Fund is thrown on the debtor— yet another restrictive 
feature To pledge ourselves to break up the sterling system 
and to deprive ourselves of Impcnal Preference and of all 
other opportuniaes of fruitful reciprocal bargaining for this 
meagre accommodation was surely the height of folly 
Not included m Article I dealing witii the purposes of the 
Fund, but dealt ivith in Article VIII, which presenbes the 
general obligations of members, is a section forbidding mem- 
bers to engage in or allow 'any discnminatory currency 
arrangements or multiple currency practices except as 
autbonsed by this Agreement oc approved hy the Fuad ’ 
The provision against discnminatory currency airangements 
was, of course, directly aimed against the sterling system It 
was, however, realised at the Bretton Woods Conference that 
we could not possibly afford to do without the help of sterling 
arrangements for at least some years to come Accordingly 
Article XIV provided for the continuance of exchange 
restrictions subject to members concerned having continuous 
regard to the purposes of the Fund After three years members 
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15 sufficient to say that wc were forced ivithin six weeks of the 
coming into effect of the convertibility coiuJitions to repudiate 
them Sterling is once again temporanly inconvertible as it 
M as m 1 93 j , at least in relation to the dollar area Outside of 
the dollar ^^reaJ incIudingDiostofCbntral and South America, 
It remains wholly or, in some cases, partially convertible, and 
only our own immediate mibilit) to supply the goods that are 
needed, above all coal, prevents it once again, as after 1931, 
dominating the situation or at least fully holding its own with 
the dollar Such, indeed, is my own conviction of the inherent 
strength and excellence of the sterling system, and of the 
weakness and inadequacy of tlie Bretton Woods scheme, that 
I am inclined to believe that, after a few years of confusion and 
waste of resources, sterling may re emerge, crippled but alive, 
t\hen the Bretton Woods Scheme wll, by its inherent inade- 
quacy, have fallen back into a secondary position 

The whole monetary scheme is, m fact, a scheme for 
restonng in its narrovicst form an exchange system fixed to 
gold— in effect to the dollar It is a scheme in vhicli thcic is 
no inducement whatever to surplus countries to increase their 
imports or reduce their exports, or to deficit countries to meet 
prospective trouble in advance by import or exchange 
rcstnctions The whole emphasis is on the encouragement of 
export surpluses to bereettfi^— temporanly— by international 
lending, on the very system, in fact, which broke down so 
disastrously in 1931 At that (tme, however, the nations were 
free to extricate themselves as best they each could in the 
field botli of trade and of monetary policy Now they are to 
be free in neither field, and, as regards monetary policy, under 
the control of a Fund shaped m advance and definitely m- 
shi? fftvymses Jiiivb -w Jpp Abe 

world to disaster 

The International Bank for Reconstruction and Develop- 
ment was to have had a total capital of $9,100 million, if 
Russia joined, or $7,900 million wtliout Russia, or very 
nearly the same total as the Monetary Fund and subscribed 
in very much the same proportions, the chief difference 
being that the United States subscribes $3,175 millions to the 
Bank as against $2,750 to the Fund Its purpose is to provide 
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guarantees or partiapate u loans for the piuposes indicated 
m Its title For countnes wdi very small capital resources it 
may afford a itieana of access to Attvcncan capital, roorc 
cumbrous probably than ttiat which they -wj]] have an)hoif on 
the open market The purpose for which the Bank is, in fact, 
prepared to make loans are pretty narrowly Uniited It has 
made it clear that it has no intention of helping to tide over 
the general difilculties wuh which we and Europe ait faced, 
or to finance food supplies however essential to production, 
but only to finance puichasca of equipment or materials 
directly entermg into production “\Vc arc not m the stop, 
gap bmmesa,’ was how Mr McCloy, President of the Bank, 
recently suimncd up its Jiolicy The same principle governs 
the operations of the Ex^rt and Import Bank 
So far as we are concern^ U does not look as if we an 
' " )ut 

ich 

ly. 

p 

gg) In any case there is nothing in it that tould even 
remotely compensate us for the break up or weaken ng of the 
sterling system The only notable provision is that conta ned 
in Article in 5(a) forbidding the Bank to impose as a con 
dition that the proceeds of a loan shall be spent m the territones 
of n particular member That particular form of d scrinuna 
non » one which the United Slates apply ngidly to ihcir foam 
at present, even to the ocient of further insisting on carnage 
by American ships It was, significantly enough, not mentioned 
in the Amencan Coramcrcial Proposals, and a, in fact 
specifically defined in the Geneva Draft Report as a commer 
cial consideration , i e as not a form of discnmination 



CHAPTER Vlir 


THE AMERICAN COMMERCIAL PROPOSALS 

The climax of the Amcncan policy of setung the Humpty 
Dumpty of mid-nineteenth century economics on bs wall 
again was readied in the ‘Proposals for Consideration by an 
International Conference on Trade and Employment’ , 
published as a White Paper (cmd 6709) With those pro 
posals the British Government on Dccemljcr 6th, 1945— the 
day of the si^aturc of the financial y^rcement— expressed 
‘their full agreement on all imporwnt points’ and pledged 
their ‘ best endeavours’ to bnng discussions on them ‘ to 
a successful conclusion” A more completely out of date 
and m many respects fantastically unreal document it would 
be difficult to imagine, or, indeed, 1 more onc-stded one if 
any interests were to be tilccn into accounf otiicr than the 
immediate short-term interest of Amcncan exporters and 
financiers It is a humiliating thought that British official 

experts” should have partiapatcd at vanous stages m the 
preparation of this futile document and that our Government 
should thus, m some degree, share responsibility for its 
initiation as well as for the difficulties m which wc hive since 
been entangled 

The onginal proposals have since uiKlcrgone considerable 
modification, more particularly as the result of four months 
discussion by the representatives of eighteen nations at Geneva 
But in spite of tbs and of some sixty-fivc reservations made to 
the revised text by various stages, die draft charter, wluch is 
being submitted to a wider conference at Havana at this 
moment, still retains the main structure of the original docu- 
ment and professes to aim at the same objectives It is, indeed, 
these objectives that the Umted States Administration still 
seems determined to enforce by every kind of pressure or in- 
ducement at Its disposal Brides it ws to these proposals in 
their onginai and crudest form diat the British Government 
107 
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pledged Its support It vnll be more convenient, therefore 
and give a better picture of the sequence of events, if m the 
present chapter I confine mysdf m the mam to the proposals 
actual])^ endorsed by both sides on the occasion of the loan 
negotiations Their subsequent development and the counc 
of the tariff negotiations at Geneva will be dealt with m 
Chapter XI In any case the broad criticism of the proposals 
set out m the present chapter still holds good, for the expanded 
and revised cdiuon 

It IS characteristic of the spint in which the proposals were 
initially drafted by the Bntish and American representatives 
concerned that the question of their effect upon employment 
in the countries affected was left out of consideration alto 
gether It was only as the result of Australian representations 
that It svas felt necessary to insert some reference to employ 
ment Internal evidence, indeed, suggests that betsveen the 
original preamble declaring the need for mtcrnational 
economic cooperation and its elaboration m an International 
Trade Organisation whose purpose was to enforce the Amen 
can objective of uncontrolled price competition, the ‘ Pro* 
posab concerning Employment were only spatchcocked m 
after - ' ' 

In a 

Emp^ 

dOCUIllClll IL LV a .. 

bcanng of unlimited competition on the problem, apart Irom 
a suggestion in Chapter IIIB that commitments to reduce 
tariffs might contain an escape clause allowing of temporary 
action to prevent sudden and widespread injury to producen 
and a similar suggestion m Chapter V m connection wth 
commod'ery anrangcmoTi's' Ssc tfldtstnsi ^c^acis 
Kor, m fact, did this section, m spite of its title, contain any 
actual proposals for promoimg employment or preventmg 
unemployment All it did was to begm by laying down the 
unexceptionable principle that * high and stable levels of 
employment arc a necessary condition for an enlarged 
volume of trade' There svas no suggestion how these were 
to be attained but each of the signatory nations was to pledge 
Itself 
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to take action to achieve and maintain full employment 
ivithin Its oivn jurisdiction throi^gfli measures appropnate 
to Its political and economic institutions 

At this point tlie Amencan lu^tintors must have seen the 
red light These appropriate measures might ^vclI~almost 
certainly nouJd—extend to the rcgulaoon and planning of 
external as -well as of mlcmal ecotionuc actnities So another 
pledge nas inserted immediate]) after the first in the following 
terms 


No nation will seek to raamtam employment through 
measuics ^vhlch arc likely to create unemployment in other 
countnes or which nrc incompatible with international 
undertakings designed to promote an expanding volume of 
mtccjiatiOD&l trade and inicstment in accordance uith 
comparative elRcicnccs of production 

The last undertaking is in definite contradiction to the 
opening declaration that Uic volume of trade must dipend 
on high and stable levels of employment It docs not even 
attempt to argue that the maximum volume of umegulatcd 
international trade on a purely pnee basis of competition 
(for this IS what presumably is meant by comparative efficiency 
of production) will produce the maximum volume of employ 
ment still less the maximum stability of employment The 
argument would indeed be difficult to sustain It simply Ia)'s 
dovvTi that national employment poiimes must be subordinate 
to the exigencies of promiscuous international trade and fit in 
where they can That, so far as the onginal American pro 
posals are concerned, was all that tlierc was to be said about 
employment 

But the question of employmcnt~m other words the 
question of our national existence— cannot be dismissed 
like that It must be faced by any nation, and above all by 
ourselves whose conditions of employment and existence are 
so closely dependent on the character as well as on the volume 
of our external trade I need not apologise, therefore, for 
asking my readers to consider somewhat more closely the 
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inter-relation of employment policy with trade policy, before 
dealing with a series of detailed proposals which, in fact, treat 
employment policy as irrdcvant or, at least, completely sub- 
ordinate to trade policy 

Before doing so I wish to clear up a potent source of con* 

* I > ’ f _ I 


taher (a term once m use among ourselves} that there u an 
unconscious tendency to regard him as the source of employ- 
ment and not as, what he really is, the organiser of oppor 
tumties for employment Even in our legislation \sc use the 
phrase a "self employed person” for a peison who gets hu 
employment direct from the pubhc hluch, indeed, of the 
vogue of nationalisation arises from the idea that if the all 
powerful state steps into the shoes of the individual "em- 
ployer it can thereby provide stable employment m any 
industry The answer to all that w-as contained in a l^^»te 
Paper on Employment (cmd 6527) issued in by the 
Coalition Government This proceed from the elcmeaiary 
and really obvious fact that it is e^cpenditure, whether by 
the purchaser of goods or by the investor, that dcades em- 
ployment Above all the purchaser, for, except m the very 
limited case of public works, investment is naturally directed 
to the production of the goods for which there is a customers 
demand 

To put the matter m lU most elementary form If there 
is a demand for boots there will be employment in (he boot- 
making industry somewhere and capital will go into that 
industry somewhere If the demand la for Bnush-made boots, 
whether because of their qiiahty or their price or because state 
policy discourages the demand for foreign bools at home or 
secures special cncouragcracnl for British boots abroad, then 
It IS Bntish booimakcn who will be employed and capital, 
British or it may be foreign, will go to the setting up of British 
boot factories This is not necessarily an argument for for- 
bidding or even discouraging the British purchaser from buying 
foreign boots It may be that fay some trade agreement the 
purchase of foreign boots here « compensated by the sale of 
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British boots abroad, or by the sale abroad of some export of 
greater importance to our national mnployracnt, or by pro- 
vision aimed at securing some other import essential to our 
pioductive activities But it is essential to remember that in 
the absence of any reguhtion or control a small difference in 
money pnee to the consumer mny divert employment and 
create direct and indirect loss out of all proportion to the 
immediate saving to the consumer 
To put the matter again m its simplest form, the immediate 
saving to consumers, by bujmg foicign boots, of one pound on 
the quantity of boots rcpiescnting, say, five pounds of boot- 
makers’ wages, involves a direct loss of five pounds to the boot- 
maker Indircctl) employment m tlic community gams one 
pound from tlic increased spending poivcr of those who have 
bought the cheaper foreign boots, it loses (he displaced Bntish 
bootmakers five pounds of spending power and may have to 
subtract spending power from others to keep bun m unem- 
ployment As the White Paper points out "even a minor 
deebne in employment may rapidly gnthcr momentum and 
take on the proportions of a major depression” Incidentally 
there IS also the effect on the exchange situation 
These things do not in themselves constitute a ease for a 
narrow protectionist or autarkic policy, but still less arc they an 
argument for a pobey of Imsser-fam and free imports They 
are an aigumcnt for a definite national employment policy 
covering the field of exlcmal trade as wdl as that of internal 
trade or of state employment The point was skated over, I 
fear, in the White Paper to which I have referred But the 
Trade Union Counals Report on the subject, issued in 
October 1944, summed up the matter correctly 

‘‘Tins problem (of employment) nather can nor should 
be solved only by attempts to expand our export trade and, 
least of all, by methods of cut-throat competition On the 
contrary, it demands the public regulation and planning of 
our foreign trade as a whole ” 

To label all measures of relation and planning indis- 
cnmmately as ‘‘barriers to trade’ or “discrimination” and to 
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describe a policy of unregulated promiscuous trade as a poky 
of expansion and employment is simply begging the question 
Expansion, which include both employment and trade 
(not onl) international but domestic), is the result of the 
application of human energy and skill to natural rcsourccj 
Under conditions of mere pnee competition the skill in 
a particular country may never be developed and th* T^ 
sources left unused In such eases the intervention of the 
state to insulate national energies from outside competition 
may be an essential condition of expansion, even if it involv-w 
some initial loss or inconvenience to consumers It is by 
such a policy of protective insulation that the immense 
expansion of the United States was created, helped by a 
vast influx of both money and human capital from out 
side In the case of Gennany an expansion hardly less t^ 
markable was accompamed by the practical cessation of a 
previous high rate of emigration In Russia another striking 
expansion has been achieved m less than thirty years by 
bringing in foreign experts and foreign machinery and for the 
rest, almost completely excluding all ordinary trade with the 
outside world These are examples of the justification in 
terms of employment and expansion of what used to be 
known as the protective stimulation of backward mdustnes 
Backwardness, however, is a relative term Not a few of our 
older and once leading Bntish industries arc now backward 
m comparison with those of the United States In any ease 
most mdustnes can be made to flourish anywhere, once they 
have had sufficient help or protection to enable them to take 
root or re equip themselves 

Modem conditions have however, also introduced other 
factors besides the mere desire to secure expansion of employ 
ment by developing new skill and the use of latent resources 
The same technical equipment and the same manual skill m 


factors are the same In other eases, as m that of the United 
States, the volume of production of a high wage industry nniy 
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be such chst its sjirpluj can be soJd at prrccs IjcJow t(ie pro- 
duction cost of lower wage small-scale producers In either 
ease the answer of the old laisser fain school (and the implied 
answer of the American proposals lo-day) is that the labour m 
the mdustnes affected should iccq)t reduced wages, or go into 
other industries or emigrate But the doors arc shut to emt- 
giants almost cvcryivherc, not least m the United States which 
not so long ago eagerly absorbed a million a year Organised 
labour resists equally wage reductions or transfer to oilier 
industries, while social insurmcc sdicmcs remove the pressure 
of sheer want which might otlicrwisc break that resistance 
The result is not readjustment but unemployment 
There IS yet anotlicr factor which has entirely altered the 
situation since tlic age of latsser-fcire and free trade An 
essential postulate of that system was that taxation should be 
low enough not to constitute an appreciable element m the 
cost of production To day n is directly and indirectly oni 
of the very largest elements ft enters cumulatively into the 
cost of Nvages, of salaries, of materials, of transport, to an extent 
undreamt of m earlier days Even before the Tirst World War 
It was reckoned as equivalcnl to an acisc of per cent on 
the costd Bnttsh producewn It must be nearer tlirec times that 
figure to day In the ease of an excise directly imposed on a 
particular article no one in their senses would suggest that the 
same or a substantially competing article could be admitted 
■without at least a countcrvailmg customs duty To protect 
the excise, as well as the employment, m the beer and whisky 
industries we levy corresponding duties not only on foreign 
beer and whisky, but on all imported wines and spirits In 
a high taxation country like ours a properly adjusted system 
of countervailing customs duties is essential to safeguarding 
the revenue as ivcll as to maintaining employment 
So far I have dealt with the -vanous reasons whicli may 
justify the restriction of compehtivc imports m the interest 
of employment and expansion But for all except a few very 
large self-contained economic umts substantial imports arc 
an essential element m employment and expansion In 
pnrmdve countnes they may range from the equipment of 
transport to the consumers' goods needed to tempt productive 
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activity In this country \vc have built up an industnal popu- 
Jation of a size and of a standard of living far beyond ivhat the 
natural resources of these islands could sustain We can only 
maintain the employment and welfere of that population by 
the import of the vast quanuti<a of raw materials required 
by these industries and of vast quantities of foodstuffs addi* 
Uonal to what ive can by any stretch grow at home These can 
only be bought by the credits secured by the export of our 
surplus skill embodied m otir manufactures Up till recently 
the credits so acquired, whether by visible or mvisible exports, 
together with the unearned mcome denved from the invest- 
ment abroad of carher surpluses, were assumed to be sufficient 
to secure our needs mthout any selective screening of our 
imports or any special arrangements with other nations to 
ensure for us a sufBaency of exports to pay even for the most 
csscnual imports The great world depression of 1931 seemed 
to have taught us the need and the success of a very different 
policy 

At tl^e end of the war the need was infinitely greater, but 
the lesson seems to have been entirely forgotten The problem 
which was bound to face us after the loss of more than half our 
income from ovenea investment and of much of our other 
mvisible exports was a tremendous one To maintain our pre- 
war standard of living it meant an increase m volume, not 
merely in value, of 75 per cent over the 1938 figures, m effect 
an increase of at least too percent m our export of manufac- 
tures. In other words the problem was how to double an export 
of roughly 60 millions (or 720 millions at post-war pnccs) , 
a figure whi^ even before the war was already 19 per cent of 
the world’s total export of manufectures. Where and how ivas 
that increase to be found ^ How would our problem be affected 
by abandoning our right to control our imports so as to reduce 
the strain on our balance of payments by cxdudmg all un- 
necessary competitive manufactures^ Or by abandoning 
our nght to increase our home agncullural production by the 
use of tanffi, levy subsidies or quantitative rcstnctions^ Or 
by afaandonmg the preferences which have secured a market 
for over half our totd export of manufactures^ Or by forgomg 
the nght to make mutual reciprocal arrangements m which we 
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can use the bargaining pmier of our great consumer marbet’ 
Or by forgoing ibe power to give an expansionist effect to such 
agreements by the use of sterling as an elastic medium of 
exchange^ Where were the markets m winch, after saenfiang 
all these advantages, wc could hope, under conditions of cut 
throat competition, to make np Ac deficit, let alone double 
our pre-ivar exports^ Where could we expect to squeeze in 
alongside of that trebling of Amcncan exports s\hich President 
Roosevelt promised to secure in order to provide jobs for 
60,000,000 American tvorlers^ Was it m shattered Europe’ 
la close shuttered Russia’ Wasrt m the United States where 
they have now agreed to some sbght loivenng of tanffs m 
return for more than equivalent reductions elsewhere in duties 
and prefcicnccs, but show not the slightest intention of 
creating that vast import surplus which alone would afford 
some jusUiication for the American policy’ 

It would seem that, so for at least as this country was con- 
cerned, none of these considerations was seriously examined, 
let alone answered, before assent was g^ven to proposals which 
^ completely ignored them It was thought enough to rely on 
the catch phrase that the maamum of world trade must bene- 
fit a country so dependent as ours on its export trade No one 
seems to have asked hoiv much of that trade w e would, m feet, 
be able to secure under the proposed condmons, or even 
ivhether the maxinmci opansion ofwrld trade ivould neces- 
sarily result from them In any case not one of these aspects 
of the problem was even touched upon in these fantastically 
misnamed ‘ Proposals concerning Employment ' Their sub- 
sequent amplification m London and Geneva will be dealt 
with in the course of ray narrative 
Apart from this csscniiafify irrelevant and' disconnected 
insertion about employment the mam document was devoted 
to a project for setting up an elaborate International Trade 
Orgamsation consisting of a Conference, an Executive Board, 
a Commercial Pohey Commission, a Commission on Busmess 
Practices, a Commodity Commrssion and Industrial and 
Mineral Unit, and a Secretanatxvith a Director General and 
three or more Deputy Directors General The Conference was 
"to determine the policiw of the Organisation and to aercise 
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the powers conferred upon the Organisation and to dckgite 
such of these powen as it thinks fit to the Executive Board 

What these powerswcretobcwasnowhcrcstatcd nor\shethtr 

they were to go beyond the coUtcUng, ana\)’sing and puWish 
mg of information and making rcconimendatiom as to 
measures for implementing the objective of the Organisation, 
nor whether anyone was bound to pay any attention to these 
recommendations There was the usual paraphernalia, copied 
from the United Nations Organisation, of permanent and non 
permanent seats on the Executive Board, which s\ as tosctllc ns 
own procedure, whde the Confcrcnce was to come to decisions 
by simple majority vote The whde Organisation was to be it- 
quired to liave a common mendiership with the Monetary 
Fund and to be brought into relationship with the United 
Nations Organisation on terms to be determ ned by agree- 
ment between the Executive Board and the approprute 
authorities of U N 0 subject to approval by the Confcrcrcc 
The commercial policy to which the nations that join the 
organisation were to pledge themselves was summed up iit the 
Chapter headed Purposes of the Organisation m the 
following terms 

To promote national and mtcmalional action for the 
expansion of the production, exchange and consumpuen of 
goods for the reduction of tanffs and other trade btmcrj 
and for the climmation of all forms of discriminatory treat 
ment in international commerce, thus conlnbutmg to an 
expanding world economy, to the establishment and main 
tcnancc m all countries of high levels of employment and 
real income, and to the creatwn of economic conditions con 
ducivc to the maintenance of world peace '* 

The policy thus outlined was more fully expounded in 
Chapter III headed ‘ General Commercial Policy’ It begins 
with a Stcliou A dealing with the faciluiw to be accorded to 


financed or organised boycotts or campaigns dcugncd to 
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'discourage, directly or mdirecdy, importation or consumption 
of the products of other manbcrs’ ^hich would seem to liave 
been dnectly aimed against the advertisements of a body like 
the British Empnc Marketing Board m favour of Empire pro 
ducts Apart from the ^eer economic pedantry of such a 
proviwn 2t IS difficult, reading it m conjunction iwfh other 
features of the proposals, to resist the conclusion that the 
dominant motive behind them, transcending all others, was to 
\eto any kind of co operation between the various parts of the 
British Commonwealth and Empire 
This IS particular!) noticeable when we come to the next 
section, B, headed “Tanfis and Preferences ’ This begins 
by statmg that ‘in the light of the pnnciples set forth m Article 
■\TI of the mutual-aid agreements” members should enter into 
arrangements for the ‘ substanial reduction of tariffs and for 
the elimination of tanff preferences” Why preferences should 
be eliminated and tanffs merely reduced is nowhere stated 
It then goes on to say (hat as an initial step in the process of 
eliminating unff preferences it slioufd be agreed that 

' (a) Existing international commitments uill not be 
permitted to stand in the ivay of action agreed upon with 
respect to tanff preferences 

( 4 ] All negotiated reductions m most favoured nation 
tanffs will operate automatjcaliy to reduce or chmmate 
margins of preference 

(c] Margins of preference on any product will m no case 
be increased and no new preferences will be introduced ” 

Subsection (c) means, not only that Mr Churchill’s reser- 
vation m the Atlantic ‘Charter, cxclutlmg prelerenceslrom the 
policy of non discnmmation there outlined, was to go by 
the board, but that existing treaty agreements ivith the 
Dominions were to be set aside m fevour of the general decision 
to be secured, with our support, from an international con 
ference in favour of the elimination of all preferences Sub- 
section ( 4 ) means that if Australia, for example, has a 20 per 
centy duty on a certain class of articles with a 5 per cent 
preference to this country and agrees to lower the duty to 15 
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tariff or of an export subsidy There is, m fact, m the same 
section an escape clause cnabhng countries which have under 
taken to reduce their tanffi nevertheless to ‘take temporary 
action to prevent sudden and widespread injury to the pro- 
ducers concerned In (he original proposals this proviso was 
not to apply to preferences This glaring piece of inequity has 
since been rectified in Arucle 40 of the Geneva Draft Report 
It IS not easy to see the advantage of economic bargains 
which can at any moment be in effect repudiated 
Under Section C members arc to be pledged not to impose 
or maintain quantitative restrictions on imports from other 
members This 1% subject to a variety of exceptions arising 
under post-war transitional conditions and, more particularly, 
to hvo major exceptions The first js in favour of import 
quotas on agncultural products which operate to restrict the 
quantities of like domestic products which may be marketed 
and produced, provided the result is not to reduce imports 
relatively to domestic production as compared with the pro- 
portion prevailing in a previous representative period This, 
on the face of it clearly seems to preclude the use of quantita 
ttvc restrictions to reduce imports unless at the same time we 
proportionately reduce our home grown supply 'Hiis has 
been denied by Ministers, but it is difficult to sec on what 
grounds For if the purpose of the measures taken is to 
increase our home-grown supply at the expense of imports 
they would come under the general obligation not to impose 
quantitative restrictions at all 
There is, of course, the second and even more imporiant 
exception that quotas may be imposed by members confronted 
with an adverse balance of payments This permission is to 
be subject to vanous conditions and more particularly to the 
condition that the restrictions should not be more restrictive 
of multilateral trade than thepnnciplcs applicable to exchange 
restrictions under Bretton Woods in the transitional period 
This would seem to imply that such rcstnctions might be im- 
posed for as much as five yeais for the purpose of mamtaining 
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our balance of payments Hicre is no corresponding sug 
gestion that we might be allowed, for the same essential pur- 
pose, to maintain or impose new customs duties or increase 
our preferences This is only <me further instance of the want 
of logic or clear thinhing in the whole document 
Quantitative restrictions must be non discriminatory, the 
test of non discrunination being that they should preserve, 
as between different importer, the proportions maintained 
in a previous representative penod This is, of course, very 
different from the non-discnmination of the Most Favoured 
Nation Clause, ivhich insKts on the relative proportion of 
imports being governed entirely by price competition But 
It does mean that wc cannot use quotas m order to improve our 
position by negotiatioa m Empire or foreign markets The 
door is shut on the use of quotas for preferential purposes 
New Zealand, for instance, could not undertake to buy a given 
quantity of British manufactures in return for our undertaking 
to buy her meat or dairy produce It is equally shut on com 
mercial treaties of the type of die present Danish treaty m 
which we undertook, in return for certain concessions in the 
Danish market, to give Dcnmaiic a certain quota of our im- 
ports bodi of bacon and of butter— provisions without which 
the treaty would have bad very little value for cither side 
The same principles arc to apply to state trading and state 
monopobra If it is decided that the state is to purchase the 
whole of a certain import it must do so "influenced solely by 
commercial considerations such as price, quality etc , but 
apparently not by the no less commercial consideration of how 
It IS to be enabled to pay by its exports If our Government 
decides to make a state monopoly of the import of lamb it must 
presumably put the matter out to feno'erantf accept the ibwest 
offer, even if it comes from a country which buys little in 
return, while a country prepared to spend here nearly all that 
It earns by the transaction is to be excluded if its price is the 
merest fraction higher ^ain m (he case of a state monopoly 
of production there is to be a maximum protective margin 
between the import price and Ac safe price In other words if 
our Government agrees to a lo per cent duty on s teel billets and 
then proceeds to nationalise Ae sted industry it must let in all 
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foreign Steel that can be landed at lo per cent below the pnee 
at which the state industry can afford to produce Lastly 


basis 

There is a section D, which tries, not very effectively, to lay 
down rules preventing export subsidies from intcTfcring with 
the economic objects m view Thus members arc to bind 
themselves not to employ such subsidies so as to enlarge their 
share of the world market m a commodity as compared with 
their share m a previous representative period How this is to 
he observed, and at what moment a subsidy is to be discon- 
tinued or reduced to keep down the total, is not explained 
There are other sections dealing vnth rcstnctive business 
pract ces, with general exceptions, with frontier traffic and 
the formation of customs unions which arc summansed in 


to contemplate elaborate international interference with 
ordinary trade after examination by study groups, when 
economic matters have got more than normally into a state of 
confusion 

What IS, however, worth noting am some of the points to 
which there is no reference m the document There is no hmt, 
m the chapter dealing with tariffs, that the mullilaicral scheme 
of non-discriminatory trade envisaged could only work if 
creditor countries lower Ihcir tariffs more than debtor countries, 
not merely in figures, but to the point at which their export 
surplus becomes a substantial import surplus Nor is there any 
reference to the methods of discnmination enforced by the 
United States To use fiscal baigaming power to secure 
economic concessions for onefs own trade is forbidden There 
IS no suggestion that it is at least equally discriminatory to 
couple the granting of loans with the condition that the pro 
cccds must be spent on American goods and earned in Ameri- 
can ships It IS characteristic of the complete subservience 
to American interests that the Geneva Draft Report actually 
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lays It down (Article 30 i(b), note) that a country receiving 
a tied lom is “free” to treat this as a coraniercial considei- 
alion’ A no less obvious example of dLscrimination left un 
touched, both in tiiesc ongiml proposals and in the Geneva 
draft, IS the American reservation of coastal traffic, interpreted 
to cover not only traffic from New York to San Francisco 
through the Panama Canal but from New York to Hawaii 
That discrimination, coupled with enormous American sub 
sidies, had practically dnven the British Hag out of the pas- 
senger traffic m the Paafic before the war 
But perhaps the most flagrant disr^ard of all consistency 
by the United States, nhen its own interests arc affected, has 
been its treatment of that very pnnciplc of preference which 
It seems so determined to abolish m our case Not only has the 
United States had longstanding preferential arrangements 
^vIth Its dependent oversea temtoncs and with the mdependent 
Republic of Cuba, but, while Congress was being assured m 
1946 by Administration representatives that the Loan ivould 
mean the end of all Bntish Empire Preferences (those embodi 
raents of a policy of ‘economic aggression ’ to quote Mr 
Sumner Welles) u ivas also busy fixing up a preferential treaty 
tvith the independent Philippine Republic Under this treaty 
Philippine exports tvere to receive complete exemption from 
the American fanff for eight years, le a too per cent pre- 
ference, to taper off by 5 per cent annually over the next 
twenty years, as well as very substantial quotas for products like 
sugar, hemp, tobacco, etc Ail that President Truman had to 
say in justification of this flagrant inconsistency ^vas that the 
situation was imprccedcntcd and that the pohtical indepen- 
dence of the Pfnlippincs would be ineffective without economic 
stability In ivhat respect the situation of the Philippines was 
more unprecedented than that of, say, Malaya, which has 
suffered equally from Japanese occupation, he did not explain 
But It would seem that the Umted States position, too, is 
unprecedented, and that poor bttle America is also in need of 
economic stabihty to sustam its political independence Tor 
the Agreement is not one mwcly to help the distressed Filipinos 
It IS a reciprocal scheme under which the United States secure 
a corresponding preference in the Philippine market over all 
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competitors over the whde twenty-cjght years and are to be 
exempt from all discnminatory l^idation imposed against 
Ollier foreigners m favoni of local finanaal or industrial interests 
The bargain is one quite as much m the interest of the poor, 


Geneva Draft Report It is, indeed, typical of the whole 
Amencan attitude, and of our own subservience, that the 
British negotiators, confronted in the recent tanff negotiations 
with American pressure to elimmace all our preferences, 
never even dared to suggest a corresponding chmination or 
even reduction of the Amcncan preferences, though these arc 
of infinitely less iraportanfc to the American economy. 
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THE FINANCIAL AGREEMENTS 

The conditions attached to the Washington Loan Agreement, 
taken in conjunction with the Bretton Woods scheme and the 
Commercial Proposals, represented the culmination of an 
Amencan pohey consistently pursued over many years and 
one which lias steadily taken the fullest advantage of our 
urgent necessities and of our weakness and lack, of any clear 
policy of our own The climax naturally came when with the 
last sliot fired we were told that Lend-Lease had automatically 
ceased Whether we should, or could, have foreseen so 
drastic an intimation tliatwc had ceased to be necessary to the 
defence of America is a question no longer worth discussing 
Enough to say that it showed little of the spirit of partnership 
m a common cause and should have been a warning that from 
then on business was business, and that only by being tough 
ourselves were we likely to get any consideration from 
tough gays m Congress and in the business world with whom 
the final decisions lie ^ 

It was obvious that unless we could get credit for a really 
substantial supply of dollar goods to cover our needs for the 
next three years wc might have to submit to very considerable 
hardships and to a continued tightening of our belts, and that 
the fullest advantage o( our plight would be taken by the 
business firm to whom wc applied for accommodation It was 
essentia), tlicrefore, to go with as strong a hand as possible, as 
any individual does wIiot he applies to his banker for an over- 
draft, drawmg the best picture we could of our situation and 
of our defermmatton and abihty to do without a loan if it 

*Mr Morgenthau m an article in for October 194.7, 

has stated that it was Pres dent Rooserclts intention to continue Lend 
Lease into a post war Pliase Two and tiiat dunng the Q,ucbcc Conference 
in the autumn of 1944 he, Mr Morgenthau as cliairman of a Joint Anglo 
Amencan Committee, worbed out a programme mvolvitig ^1,375 000 000 
help for Amenca s allies in the fiist year after the war 



124 THE AWAKENING 

could not be secured on satisEictory terms To do this effec 
lively u was necessary for the Government not only to con 
Vince the Americans that it approached the problem in a self, 
confident and tough spirit itsdf, but that it had a tough nation 
behind it— and there is no tougher nat on, as the world should 
know by now, if u thinks that it is being browbeaten or over- 
reached 

Whatever reasons there may have been while the war was 
on, for not taking the nation and the Empire into the Govern- 
ment 5 confidence as to what was going to be asked of u in the 
shape of a direct reversal of national monetary and economic 
policv those reasons had disappeared w th the last shot fired 
The event has shown that there was plenty of time for calling 
together an emergency Imperial Conference In any case the 
obvious and proper first stq) which the Government should 
have taken was to have laid the whole problem before Parka- 
naent, the industnal world and the nation, as well at before 
our partners in the Commonwealth, and to have secured a 
definite mandate with which to arm any negotiator who went 
to Washington In one sense, indeed, the Socialist Govern 
ment already had such a mandate Whatever else the elect on 
had made clear u was the determination of the working people 
of thii country not to submit agam to the vagaries of an un- 
planned world economy What they demanded was not the 
nationalisation of this or that mduspy, but a national control 
over the whole field of monetary and economic policy To 
quote again the declaration of the Trade Union Council in 
October 1944 

‘ This problem”, 1 c the problem of employment, ‘can 
jiDt bff jolvcd bf nrtbtxij of cut throst empentior. On ths 
contrary, it demands the public regulation and control of 
our foreign trade as a whole ’ 

The issue was one of such soprane importance that Mr 
Attlee himself might have gone to Washington to explain that 
on this issue the Socialists had their mandate and would have 
the Conservatives behind them, instead of merely expatiating 
to Congress on the essential barmlcssness of British Sociabsm 
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Or lie might ha\ e sent Mr Bevm to pour out, m Washington, 
the passionate resentment, accumulated over ti\enty years, 
which he still feels 'whenever he thinhs of the misery inflicted 
upon the British w orking people by the restoration of the Gold 
Standard It ivould have been more stricdy relevant there 
than on the Trades Disputes BUI in the House of Commons 
Instead of that they sent Lord Karnes, a brilliant, versatile 
and ingcmous economic specialist, with no political authonty 
or responsibihty and, m so far as he was a politician at all, 
at heart an old fashioned internationalist Liberal His main 
armour} , mdecd, seems to have been, not a strong brief to 
show how well w c could do w uhout a loan if it was not to our 
liking, but a statistical compilation showing how much we had 
suffered for the common cause No ivonder tlic Amcncan 
negotiators agreed that their own hearts vveic wiomg by the 
sad and heroic story, but ri^ticd to have to point out that 
Congress was dealing in business, not in sentiment 
Given such a hand to play, and given Ins oivn views of the 
world economic future, there was nothing Lord Keynes, ivith 
all his brilliancy, eloquence and verve, had to bargain with, 
and, indeed, nothing to bargain about except the amount of 
the loan, oi the rate of interest Neither of these points ivere 
of the first importance Whatever the amount we should still 
have had to husband it wth the utmost care and to supple- 
ment it from Empire and other resources As for the rate of 
interest, die difierence it could make m our future balance of 
payments was trifling What mattered was whether ivc were 
to be allowed to pursue a trade policy which could give us 
reasonable hope of hawng any balance of payments at all to 
live by, let alone pay any interest high or low, on any loan, 
large or small And to begin by asfang for a loan free of 
interest' Could anything have been better calculated to 
convince the Amencan n^otiators that our approach to 
the problem ivas completely unbusinesslike and our plight so 
sorry that it was only worth relieving in order to secure, by 
cumulative pledges, that mor^ge on the future of the Bntish 
Empire for which Umted States policy has worked so steadily 
and mflexibly for so many years 
The lesult of Lord Keynes efforts were embodied m a 
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Fmanaal Agreement covenng a proposed “ line of credit ’ , an 
Agreed Statement cleanng up the final disposal of Lend- 
Lease, and the American proposals for the future regulation 
of the commercial policy of the vrorld and for the supervision 
of this policy by an international organisation which I have 
dealt with m the last chapter With these proposals the 
Bnt sh Government expressed its full agreement and pledged 
Itself to use us best endeavours to bnng them to a successful 
conclusion, i e a conclusion m conformity with the Amcncan 
views, at a forthcoming international conference This 
pledge was issued by the Bnlish Goveinmwit on the same day, 
December 6th, as the stgnn^ of the Agreement, and must be 
regarded as an integral part of the Agreement It certainly is 
so regarded by the American administration whose whole 
defence of the Agreement to their own people was based on 
the assumption that the commercial proposals would come 
into effect That, indeed, was also definitely implied m the 
Financial Agreement itself which laid down a: one of the 
purposes of the agreement that it was ‘ to assist the Govern- 
ment of the United Kingdom to assume the obligations of 
multilateral trade as defined in this and other agreements*’ 

The Btetton Woods Scheme, to which our adhesion had to 
be notified by the end of the year, was obviously one of the 
agreements referred to The Araencan negotiators would 
certainly not have agreed to the line of credit if we had made it 
clear that wc should not join Bretton Woods On the ether 
hand the Chancellor of the Exchequer made it equally clear in 
the debate on December lath that wc should not be able, and 
would riot be prepared, to continue membership of Bretton 
Woods if the loan were not forthcotmr^ These various items 
constitute a single interlocking scheme for enforcing on the 
world— or as much of the world as is likely to agree— the 
ninetecrith-ccmury conception of proimscuous unregulated 
world trade within the framework of the Most Favoured 
'' rm and of a limited 

jold and arbitranly 

I have already dealt m detail with the Bretton Woods 
Scheme and with the Commercial Proposals They were the 
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real issue it stake They constitute the pnee -which our 
Government was prepared to pay for the Joan, wJuJe the loan 
IS as the price the United States Administration ivas wiling to 
pay for landing us m the net of Amenca’s world economy At 
the same time the actual Financial Agreement and the Lend- 
Lease settlement (Appendix C), considered by themselves, 
call for a brief examination 

THE LEND LEASE SETTLEMENT 

Under the Lend-Lease settlement we pay $650,000,000, or 
just o-ver ;(li6o,ooo,ooo Of this $118,000,000 is in respect of 
supphes ‘ m the pipe , i c actually on tlic way when V J Day 
brought Lend Lease to an end, and $532,000,000 represents 
the estimated net value of supplies previously furnished, but 
still imconsumed on that date From our point of view we had, 
indeed, always assumed that “taking the dollar sign” out of 
our partnership meant that these supphes were a free con- 
tnbution to the common cause On that assumption, and 
regarding Lend-Lease as “the most unsordid act in history”, 
to use hlr Churchill s description, we cut do^vn our exports, 
reduced to & minimum all domestic production not directly 
beanng on ivar supply, and had, in foct, completely rearranged 
and distorted our whole economy Tliat distortion obviously 
could not be rectified at one stroke on an unforeseeable V J 
Day In our \icw the immediately prospective deficit of 
;^i, 250, 000,000 on our balance of payments for 1946-48 was 
an mtegral part of the cost to this country of the arrangements 
concerted between us for the most effective prosecution of the 
war That some account should be taken of that, as well as of the 
^750,000,000 spent by us m Amcnca out of our own resources 
before Lend-Lease began, was the least we felt entitled to 
expect Our view, indeol, ivas that not only the unused 
balance of Lend-Lease goods, but the whole of the dollars -we 
needed to see us through the next couple of years might 
reasonably have been given to us as a fair settlement of our 
share in the common effort 

It is, however, no use mdulgmg m fond retrospective day- 
dreams on this subject Whatever President Roosevelt and 
some of our friends m Amenca may have intended, Congress 
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looked upon the transaction m a very different light It 
regarded Lend Lease as a business transaction m svhich 
Britain was hired for the job of defending America The job 
was finished on VJ Day and that ended the contract If the 
d scharged labourer was in difficulties ‘ that was just too 
bad , but no concern of his previous employers Besides that 
labourer would seem to have worked for various other em- 
ployers to whose defence hi$ efforts were no less essential, 
e g India Egypt or the Bntish Colonies, who so far from 
paying him had made him pay in full for any goods or ser- 
vices they had furnished The cases were, in fact, m no way 
comparable, but that docs not affect the influence they had on 
American op nion or on Amer can insistence on our trying to 
negotiate a writing doim of the sterling balances 

The best conclusion wc can come to is to ask ourselves 
whether wc should still have gladly accepted Lend Lease ifwc 
had fully understood the sense m which Congress sanctioried 
and finally interpreted U There can be no doubt that wc 
should have done so That bong so we can afford to accept 
the settlement of this particular issue with good grace ^Vc 
mav reasonably assume that the actual estimates of the value 
of what we kept were fa r Wc might note, too, as an inter 
csting feature and a token of good will, that the United States 
Government presumably proposes to spend on jointly agreed 
educational programmes a substaniial part of the amount, 
up to ^12,500000, whch was to be earmarked for that 
purposc’as well as for expenditure on buildings in the United 
Kingdom or the Cfelomes There are many educational and 
research institutions especially m the Colorual Empire, 
where such expenditure svould serve purposes of common 
benefit to the British Empire, the States and the world 

The ;^i6o,ooo,ooo became a liability of the United King 
dom to be discharged on the same terms as the line of credit 
under the main agreement 

THE FINANCIAL AGREEMENT 

The mam agreement provided, subject to approtal by the 
Congress of the United States (at the date of which it would 
come mto effect), for a line “of credit’* of $3,750,oCk?,ooo, 1 c 
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about ;C937 j00o,ooo, to be dra^vn upon at any date between 
the ‘ effective date” and 3m December, 1951 It was by 
Article 3 declared to be, not only for the obvious purpose of 
enabling us to meet our immediate needs and difficulties, but 
also, as I have already pomted out, “to assist the Umted 
Kingdom to assume the obhgations of multilateral trade, as 
defined in this and other agreements J e in the Bretton 
Woods Scheme and the American Commercial Proposals 

The total amount of the credit drawn upon by December 
31st, 1951 is to be repaid m fifty equal annual instalments with 
interest at 2 per cent As the amount of interest in each year 
diminishes with die reduction of the total sum due, the amount 
of capital repayment increases pro lanio Interest and amortis- 
ation only begin from the end of 1951 Under Article 5 we 
shall be entitled to a waiver ofmiercst, but not ol amortisation, 
under certain conditions These are first, that the Go\ ernment 
of the Umted Kingdom finds that a waiver is necessary in view 
of the present and prospccuve conditions of international ex- 
change and the level of its gold and foreign exchange reserves 
Second, that the International Monetary Fund certifies that the 
United Kingdom’s income from exports, visible and invisible, 
over the average of the previous five years, has been less than 
Its average imports for 1936-38, calculated at ;^866,ooo,ooo, 
subject to adjustment for changes in the price level Tiiird, 
that interest payments under any Joan arranged in future with 
any other Government within the British Commonwealth are 
also waived Fourthly, that the aggregate of releases or pay- 
ments m that year of stcrlmg balances held overseas (except 
those iield by Golomal dcpendoiacs) is reduced proportion- 
ately It 15 not clear bow it is possible to assess relative 
proportions as between a waiver of interest and the release 
or payment of capital sums already in the legal ownership 
of a third party 

These various conditions are not alternatives, but must all 
be fulfilled if waiver is to be granted The second condition, 
which IS the most precise, is made dependent, not on the 
actual or prospective situation, but on that of the preceding 
five years, so that no waiver might be granted, however 
serious tiie situation in immediate prospect, if the balance of 
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payments situation had been favourable some years earlier 
In any case the arcumstances m which we might have to ask 
for a waiver of interest arc hardly likely to arise apart from a 
situation in which we arc unable to adjust our balance of 
payments as a whole In that case it is not only interest but 
capital repayment which will, m fact, have to be waived The 
waiver of, say, ao ooo ooo out of a 3^35,000,000 annuity ij not 
likely to be a matenal factor if we arc free to pay our way as a 
whole 

So far as the of the loan is concerned it was much 
less than the £1,250,000000 that Lord Keynes asked for 
On the other hand the loan of £300,000,000 by Canada, a 
relatively far more generom comnbulion to our needs, 
practically made up the difference The two together, care- 
fully husbanded, nught well have proved suiEcicnt if we had 
been free to cover a substantial part of our deficit by purchases 
within the sterling area under then tasting stcilmg area 

j r ^.L . j r t — > j 


tor current payments were to oe irecly available lor currency 
transactions m any currency area without discrirmtuuon 
This, m effect, meint that any country that had earned sterling 
by its favourable balance with us in’ had that sterling released 
for meeting current payments, would be able to ask us to pay 
m gold or dollars It was a stipulation deliberately intended 
both to break up the sterling ar^ and to encourage its 
countnes to use the doDars lent us to buy from the Umted 
States instead of from us or from each other Its disastrous 
consequences will be related in die ue?tt chapter 
Tncrc were oftier conStiom aHcciing Oic r^ease o1 a 
further part of the outstanding sterhng balances by instal 
ments after 1951 and binding m to attempt to secure adjust 
ments of outstanding amounts “as a contnbution to the 
settlement of war and post-war indebtedness’ which verc 
similarly part of the attempt to break up the sterling area 
and wreck the sterling system in the interest of Bretton ‘Woods 
and Its restneuve monetary regme Similarly we were by 
Article 9 bound in pnnciple not to curtail our imports of any 
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commodity from tlie United Stites liy quantitative r^uiation 
unless \vc curtailed proportionately our imports from withm 
the Lmpirc Tint was only anothci device to prevent our 
husbanding the borroived doUan or making mutual arrange- 
ments within the Empire to enable us to increase our exports 
and so cover our balance of payments The conditions 
attached to the loan within the Fmancial Agreement itself 
were, m fact, conditions aimed at forcing Empire and stcrhng 
area countries to buy from the United States and not from 
us or from each other They were conditions which were 
bound gnc\ ousl) to rt^acc die value of die loan as a stop-gap 
to cover our immediately prospective deficit They were 
even more calculated to make it impossible for us to attain a 
balance of payments at aliand consequently ever to pay off the 
loan Itself They ^vcrc, of course, only a part of the whole 
system ^vhlch is to be forced on us by the simultaneous 
obligations we have undertaken m connection svith Bretton 
Woods and the American Commcraal Proposals 
On the other hand the loan itself, so far as its purely 
financial terms arc concerned, was a perfectly reasonable 
busmess transaction As a free nation, free to control oui own 
home market, Ircc to develop prcfcrcnual arrangements 
within the Empire, free to make the fullest use of the expan- 
siomst monetary policy of sterling, free to make mutually 
beneficial trade airangcmcnts wth other countries, we should 
have no difficulty whatever in repaymg it It is the conditions 
attached to the loan and the whole |x>licy to which we sub- 
scribed as the price of the loan which precluded all possibility, 
not merely of repaymg it, but of our ever getting our heads 
above water and restoring our vrar shattered economy 
In one way or another we shall have to convince the Umted 
States that, while we mean honesdy to fulfil the actual terms 
of the loan itself, the conditions attached to it are unfulfillable 
and must be tvaived 
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FOLLY AND NFMESIS 

On dfcfmew 6th, 1945, the British and American represen- 
tatives signed the Financial Agreements and declared their 
joint approval of the Commercial Proposals published by the 
United States Government on that wme date In the course of 
the next scx’cn months commiiiees both of the Senate and of the 
House of Representatives proceeded at immense length to 
discua whether the loan shotdd be granted or not. Tlic case in 
favour, as stated by the represenulivts of the Administration, 
was to reiterate glibly that with acceptance of the loan 
Britain and her Empire were safely in the American bag, that 
Impenal Preference would be eliminated and that, with 
British support, the of^^vorld system of non*discfiminatciy 
trade was assured and the danger of “economic blocs", 
Bntnh or otherwise, iinaliy disposed of. If, on the other hand, 
the Loan were refused, Bntam would build up her own syitem 
of mutual agreements for her own benefit and to America’s 
disadvantage. Thus Mr \V. Clayton, Under Secretary for 
Foreign Affairs, told the Senate Committee on March yih, 
i9j 6 that in the esent of the loan being granted. 

"The markets of the world are open to our goods. Not 
just Empire markets.” 

Rejection on the other hand would mean that* 

"Britain will withdraw from Bretioti ^VDods,if she does 
not gel the loan She will then oepand her agreements al! 
round the world If I were sitting in that position of power 
in Britain that is exactly what I should do ’’ 

Similarly Mr. Vmson, secretary of the Treasury, on May 
t4th, 1946 foretold the consequences of rejection: 
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“Egyptian and Indian cotton wll replace Amcncan 
cotton, Rhodesian and Near Eastern tobacco ^vlll replace 
American tobacco, British automobiles and machinery ivill 
replace American automobiles and machinery In half the 
trading areas of the world Amcncan products will be at a 
serious disadvantage m competn^ wth the products of the 
sterling countnes " 

Of objections founded on any serious consideration or 
understanding of intcmauonal economic problems there were 
none, except for some shrewd cnticisms by Senator Taft, who 
would liaic preferred the outright gift of the still very sub 
stantial amount of /^3i2,500,ooo to co\cr purchases m the 
Umted States over three )caR For the rest the objections 
were almost cntircl) based on an aversion to spending, on an 
undeserving and socialistically inclined Jolm Bull, good dollars 
uhich might be devoted to the remission of lactation In the 
end it would seem that what prevailed ivith Congress was not 
the prospect of the economic millennium for American 
exporters held out by the Adnunistrauon so much as the grow- 
ing fear of Russia and (he desirability of propping up Britain 
as an essential Imffcr against the Russian menace Presidential 
approval was accordinglygivcn to the Loan onjuly 15th, 1946 
The British Government, on the other hand, made no 
attempt whatever to consult public opimon, whether m the 
business, industrial or trade union world at home, or in the 
Empire whose interests were vjtall} affected, or in ParJiament 
to the extent of setting up any sort of committee to give even 
the most perfunctory scrutmy to a policy which mvolved a 
complete reversal of the pohcics of both the mam parties m 
the State The issue of trade policy— more than ever vital to 
our existence — had been an issue in British politics for a 
generation before it had apparently been settled for us in 1932 
after the world depression No suggestion for its reversal had 
been put before the Nation by cither party at the recent 
election On the contrary, as I have already pointed out, if 
the Socialist Government had a mandate it was, to quote 
again the Trade Union Council’s declaration of October 1 944, 
against “cutthroat competition and in favour of “the 
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public regulation and control of our foreign trade as a whole 
It was a mandatCj not so much for rationalising this or that 
industry, as for a planned economy, for the general direction 
of our monetary, commeraal and industrial system in ihc 
national interest and, not least, in order to secure stability of 
employment Suddenly, out of ihc blue, within a week of the 
signing of the Loan Agreement, Paihament was ordered 
to swallow the whole scheme, the Financial Agreement, the 
Commercial Proposals and Bretton Woods, m a two days’ 
debate 

It is true that one of the conditions implied in the agree- 
ment was our adherence to the Bretton Woods scheme, and 
this had to be notified before the end of the year. But there 
was no insuperable difficulty in a technical notification of 
adhesion subject to subsequent consideration by Parliament 
boih of the scheme itself and of the mtcr-connccted Loan and 
Commercial Proposals 'Ihc Chancellor of the Exchequer, in 
fact, made it clear in the debate that we could not stay in the 
Bretton Woods scheme if the Loan were not granted Here 
again a complete reversal of the policy of all parties was 
involved The one point on which all parties had been agreed 
ever since 1931 had been that we should not again be tied up to 
the gold standard Anxious questioners m Parliament about 
Bretton Woods were invanably put off by assurances that 
we were in no way conunittcd, and that there would be the 
fullest opportuiuty for debate before any deasion was taken. 
When Bretton Woods was rushed through all that Govern- 
ment spokesmen could say was that this was not really the 
gold standard How little validity there was in that plea I 
have explained in Chapter VII Here I need only repeat 
Mr Morgenihau'scomplacent declaration thatBreiton Woods 
represented the “fnulion of the American Treasury's gold 
policy". 

Ministers, in the course of the debate, attempted to meet 
some of the criticisms directed against their precipitate action 
by suggesting that, so far at least as the Commercial Proposals 
were concerned, we were only committed to support them in 
pnnaple at a future international conference ft was only 
if other nations generally agreed on them that we should be 
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bound to put those principles into effect ourselves Thus 
Sir Stafford Cnpps insisted diat we were only pledged to the 
Proposals as "a basis for international discussion’ and that 

“the uhole matter is completely at large and no one is 
bound at all We might want 26 countries to reduce their 
tanff before wc were prepared to drop one preference 
We are absolute masters as to whether wc ever get to that 
objective(i c multilatcnlnon-discnminatory trade) ornot” 

This was a very different interpretation of our pledge from 
tliat on the strength of which Congress was subsequently 
induced to sanction the Loan Judging by the course of 
negotiations at Geneva it would not seem that tlie British 
Government made much attempt to insist, m face of American 
pressure, on its ovm reading of its undertaking What 
Government spokesmen did not make clear was that pend- 
ing the eventual outcome of micraational discussions— 
and It is by no meins certain that even the Havana Con- 
ference in November wll get very far — our hands would 
be tied, and that no permanent mutuil arrangements for the 
increase of Empire production would be possible In any 
case tliere ivas nothing conditional about our pledge under 
Article 9 of the Pmanctal Agrccmcni to impose no quantitative 
rcstnciions on imports unless appbed indiscriminately to 
imports from all sources Nor was there anything conditional 
about our pledge to make sterling convertible withm a year 
of the sanction of the Loan, a pledge extracted mth the obvious 
and avowed intention of “abolishing the sterling area within 
a ycar’’^ and of discouraging steriing countries from tradmg 
with each other Wf, in fact, handed ourselves over bound 
hand and foot by undertakings which, in the present world 
situation, could only mean 1 veto on all co operation, ivhethcr 
m the British Empire or m Europe, for recovery and increased 
production, and a direct inducement to the world to concen- 
trate on buymg from the Umted States In other words a 
direct stimulus to the forcing up of American prices and to the 
creation of a world dollar shortage 

Broadcast by Secretary to the Treasury, Mr Vinson, January 24tb 
1946 
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For the rest the case of the Government and of those 
Conservatives who lacked the courage to vote aga mt the Loan 
condiuons was that there was no other alternative Only 
the Loan it was argued, coidd provide the re equipment and 
raw materials so urgently required by our factories Only 
ihe Loan could prevent die privation and suffering involved 
m doing not only without Amencan luxuries, like films or 
tobacco, but without sheer necessities such as cotton, oil and 
actual staple food-stuffe One may well ask how much 
greater the privations would have been than those which we 
shall now be called on to face We should at any rate so far as 
essential foods are concerned, have started increasing our 
agricultural product on froma levd which it is now apparently 
going to take us three yean to get back to We should have 
made arrangements for increased production wth every 
Empire country as well as outside the Empire, which would 
bv now be bogimung to bear fruit Wt should have faced the 
difficult problem before us with a far freer hand than we 
have today Demobilisation was only beginning and the 
man power situation was st IJ fluid * We had not yet com 
muted ourselves to large capital projects which have now to 
be held up or countermandrf We should thus have avoided 
that dissipation of materials and manpower oJi unproductive 
and unessential expenditure wh ch we have now laboriously 
to reverse Wc should have concentrated our whole effort on 
exports, while the world was still clamouring for our goods We 
could, in fact, have caught Ihescllen bus which we have missed 

Meanwhile American producing mlcrcsts which dcpcndcci 
on the Briush market, such as cotton, tobacco, films and oil 
could obviously not have afforded to wut down or transfer 
their production immediately Where else could they have 
exported it at that moment unless prepared to finance then 
trade by lending dollars or accepting foreign currencies’ To 
whom could they have lent with better prospect of repayment 
or what better foreign currency could they have taken than 

> 1q »p tc of a tout donobiloatmi of 3 000 000 in the fint year of peace 
the ret replacement n the textile rafustiy wai only 60000 towards a 
deficit of ^70 000 on a pre war total of 1 000 ooo MoikeiV In agncuUiire 
the net increase was 2 ooo In coal there was an actual decl ne — Lorb 
CJmawFLL ih House of Lords OctoheragUi 1947 
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Sterling'^ That is, indeed what the American film industry 
themselves were wdlmg to do before Mr Dalton imposed his 
piesent almost prohibitive taxation As for equipment the 
announcement of a policy of Bntish economic independence 
and Empire development would have seen a rush of American 
mdustrnhsts to get in on the ground floor and would have led 
to a far greatci import of up to date factory and mine equip 
ment than the 15 per cent of the Loan which has been spent 
on that purpose In any case whatever American supplies wc 
should have got, even if they had involved a higher rate of 
interest they \vould have been free of the paralysing con 
ditions which accompany a political loan 
Whether ive took tiie American Loan or not the supreme 
problem for tins country after the war was how to pay its way 
m the world The problem was one that was already becoming 
senous in the inter war years and the war only precipitated 
the dcclmc in our position In our wholehearted and unfimeh 
mg effort for victory we had suncndcrcd more than half our 
unearned income from invcslracnts Most of our otiicr invis 
iblc exports from shipping and finince Jnd also gone by the 
board Our visible export trade had been hrgcly sacrificed 
to the exigencies of war production Stirling witli such 1 
heavy handicap, as compared with our pre war position it 
was evident that only a very laigc increase in our exports, as 
well as m our total production, could enable us to maintain 
our population at anyibrng like our former standard of 
living The required increase in our exports was estimated 
by the Governments economic advisers as a gross inciease 
of 75 per cent over the volume of our exports in 1938 In view 
of the fact that the 1938 figures included neaily 25 per cent 
of non manufactured exports more particularly 35 million 
tons of coal, of a value of some ,^37! millions, a figure not 
likely to be raimtained, let alone increased the required m 
crease of our manufactured exports was at the very least 100 
per cent Anyhow this figure of 75 per cent became the 
publicly announced target whidi was to be reached some 
how In the absence of any defimte plan for attaining it the 
target was in fact nothing more than the statistical formula 
tion of an unfounded aspiration 
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Ho^v unfounded it was, if we were to be committed to the 
policy of reduced tariff^ non-discriininatioa and the cltitumi* 
tiou of Empire Preference, should have been obvious on 
any consideration of (he past coune of our trade and of 
OUT competitive power in worW markets, as wll as of the 
actual prospects of those markets themselves To say that 
the American policy meant the expansion of international 
trade, and that because \vc are more dependent on inter- 
national trade than any other country that policy must 
benefit us, was one of those easy catch phrases which cover 
the absence of serious thmldng. It has ^ready been pointed 
out in earlier chapters that the dog m the manger policy 
of non-discrimination has worked for many years in 
restriction of trade, and we have had not a few examples of 
that lately Moreover the long term prospects of a greatly 
increased world market formanufacturcSjWhichUwhatmaitcrs 
to us, were not too go<xi in any case. The trend had long been 
in the direction of mdustnahsation cvcry\vherc. Two ivan had 
greatly accentuated it, and there was no reason to imagine 
that countries which had once started on that path ivould go 
back upon it, or would not be followed more and more by 
others That trend had been accompanied by a reduction of 
something like 20 per cent in volume in the manufactured 
exports of the leading industrial countries over the last thirty 
years.' 

There was little ground for the assumption that such lowering 
of tariffs as might be internationally agreed would seriously 
reverse the process In any case the question was not how 
much mtemalional trade there might be, but how far this 
country could, m sheer unqualified price compctiUon, secure 
the immense volume d exports implied in the so-called target. 
For two or three years the elimiiuitioii of old competitors like 
Germany and Japan and the accumulated world demand 
might help us, if we ourselves could quickly produce the goods. 
But after that wc had to face the fact that, howcv'cr technically 
efficient our nroductlon. we were, thanks to our hiuh standard 
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of living and the heavy overhead of our taxation, high cost 
producers Our compeUtive position had steadily declined 
before the war and by 1938 we were only able to secure 8 per 
cent of the world s manulacturcd imports outside the Bntish 
Empire which took nearly a third of its manufactured imports 
from us and to which wc sent over half our manufactured 
exports "What chance ivas there of our even maintaining 
our 1938 exports, if Empire Preference i\cre eliminated, 
against the competition of the impovcnskcd countnes of 
Europe and the Ear East once they were rc eqmppcd, or 
against the surplus of America s vast mass production ? Where 
could wc squeeze m alongside of the trebled exports affording 
jobs for sixty million Americans which President Roosevelt 
piomised as the fruit of American policy^ 

Heavily handicapped by arcumstanccs and with the addi- 
tional handicap of the conditions to which wc had blindly 
subsenbed, our only liope of averting the worst disaster lay 
m a whole-hearted concentration on the efficiency and volume 
of our production and on its direction into the channel of the 
export trade For no Government would that have been an 
easy tasl For it would have meant increasing the standard 
of work above the pre war standard and reducing the national 
standard of living below that maintained liy Lease Lend 
dunng the war until the mcrcascd export taiget had been 
attained Meanwhile it would have meant stnctly rationing 
the Loan money so as to make certain of its lasting until the 
target was reached, and only using it to purchase tlie equip 
ment and raw materials essential to that purpose and the 
very minimum of food necessary to maintain the reduced 
standard 

It would not have been easy for any Bntisli Government, 
with a public entirely unaware of our real situation, and only 
looking for release from the restrictions and austenties of 
war, to brace itself immediately to the full measure of the 
effort required The effort was certainly beyond the capacity 
of Mr Attlee’s Government, even if it had had any real 
conception of the need for it The fault lay, not so much m 
their Socialism as such, though even theoretical advocates of 
nationalisation might have admitted that the time given to 
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schemes which could have no immediate effect on output or 
export was a serious diversion from the supremely urgent task 
of paying our way Socialism ui Russia has known how to 
enforce privation and stimulate exertion m the interests of 
a boldly conceived plan of reconstruction But the present 
Ministry had won their way to power, not only at the election, 
but over a whole generation leading up to it, by preaching 
Socialism, not as the hard road to an ultimate higher level of 
efficient production, but as the easy and immediate means of 
distnbuling benefits ill round They were social reformers 
who had always preached that there was unlimited wealth 
St 11 in the han^ of the rich available for endowing the poor, 
unlimited cake for all, if only the cake knife were entrusted to 
the right hands Thc^ were trade unionists for whom national- 
isation only meant the climax of a century of struggle for 
higher wages and shorter hours To go back boldly upon all 
their teaching and promptly to switch their whole pohc) into 
reverse gear was b^ond their power In fact, while the all 
important thing was to make the hmned Loan money last 
IS long as possible m order to allow time for recovery, the 
conditions of the Loan itself, the psychology of the recip ents 
and the increasing world crisis all conspired to send it at top 
speed down the dram 

Inability to realise the gravity of the situation was, however, 
not confined to Ministers Thar own trusted expert and chief 
negotiator of the Loan, the late Lord kcyncs, defending the 
enforced convertibility of sterling m the Home of L^rds 
Debate on December iBlh, 1945, declared that the mam 
purpose of 50 large a loan vfas for ‘ the precise object of 
liberating the future eanungs of the sterling area and that it 
was for that very purpose that half the Loan had been provided 
“Our direct adverse balance with the United States is not 
likely to exceed during the penod (1 e until wc could pay our 
way) more than about half the Loan ’’ In the same speech 
he pooh-poohed the idea that the dollar was likely to become 
a scarce cuirency Goir^ into more detail m the Econonac 
Journal he concluded that it was a “fully high estimate” that, 
beginning in 194), the Umtol States favourable balance 
might be put at between two and three billion dollars \Vhen 
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;ve compare these confident piognostications with a direct 
adverse balance witli iJic United States of £5^0 millions m 
barely one year, with the present paralysing world famine of 
dollars and with an Ameucan favourable balance of some 
12 bilhon dollars for tlic currant year, some allowance must 
be made for ministerial miscalcnlations at tlie outset 

Anyhow tlic Government took matters m hand on tlie 
assumption that the Loan would last ‘ wdl into 1949, possibly 
J95 o” 3 J 6 for to four years from the date of its official 
confirmation by President Truman ^ By that date, July 1946, 
great progress had been made both with demobihsation and 
with the reconversion of industry, and the Govcinraent nas 
free to give its attention to the problem of our external trade 
Much good work was done both by the departments concerned, 
and by industry itself, in spite of the many handicaps imposed 
by shortage of matenais and of transport in order to take 
advantage of the ivorld sellers' market while the going was 
good But It was good work judged only by normal standards 
The mam effort of Ministers ivas sull directed to the carrying 
out of a tlieorctical policy of domestic reconstruction and to 
the fulfilment of the long pent-up expectations of their sup- 
porters Much of wlnt \ns done was directly calculated to 
impede and thwart tlicir own attempt to further production 
and more particularly export Nor would it appear that their 
several policies were in any sense related to a single economic 
budget m which prospective consumption on the one hand, 
and investment on the other, were equated to possible pro- 
duction, or financial policy directed to enabling the two sides 
of that budget to correspond 

Fmance, indeed, is by far the most powerful and most 
flexible instnunent for tlic direction of economic effort The 
incentives and the disincentives which it can apply exercise 
their pressure continuously upon every individual, while at 
the same time never directly mterfenng with or delaying 
individual freedom of action The situation demanded a 
financial pohey which should check all inflationary tendencies 
wluch might divert the public demand— and consequently 
manpower — from esscntids to non essentials, both directly 
^Mr Attlee in ibc House of Commons August 6 th 1547 



THE AWAKBMINO 


142 

and by encouraging saving and its investment in productive 
industry The policy pursued by Mr Uakon, m the narrower 
Treasury and party mtercst vias precisely the opposite An 
artificially sustained low interest rate, coupled with the main- 
tenance of the ruinously high direct taxation necessitated by 
war conditions, was a potent disincentive to saving and an 
equally potent encouragement to Stock Exchai^e gambling 
and to the spending of the untaxed profits It equally encour- 
’ - j r . j 1 -Qp productive 

^00 millions 
down to 35 

per cent above pre-war at a time when wages had risen to 
some 70 per cent above pre-war, inevitably involved the 
diversion of expenditure and manpower to non-essentials, to 
fantastic price mcrcascs m every nnrationed and uncontrolled 
article and to the evasion of rationing and control The ‘ ‘ blade 
market” and the 'spiv" have been the natural consequences 
of misguided finance They can never be dealt with effectively 
by the wasteful diversion of man-power to inspection and form- 
filling, by heavy penalties or by the crude and clumsy direction 
of labour, but only by sound financial policy 

No less disastrous in its effects on essenual production was 
the optimism, encouraged by low rales of interest, with which 
Government departments and mumcipabties spread them- 
selves over every kind of capital undertaking which, however 
desirable in Itself, could only divert man power and matcnals 
from more urgent needs The total figure of capital investment 
over two years was stated by Mr Dalton (October 2 jth, 1947) 
as about £ i ,400 millions More serious almost than this direct 
diversion was the all round shortage of materials and the bottle- 
neeb, delays and frustration resulting from the attempt to 
cope with the problem by bureaucratic method's of allocation ^ 
Sir Hubert Henderson has estimated that the loss of output 
consequent on those botticnccis was greater than that lost by 
a million unemployed before ibc \var It has certainly been 

^ Tliat these metheds hewevef stow and cumbrous do not recesanly 
secure accuracy la indicated by the fact only recently revealed, of the 
allocation cf 2,000 000 tons of noa-eustent sted, with a consequent burned 
reconaderation of the s\bole scheme 
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a contributory factor to the disquieting decline m output as 
compared wiA manpower employed in our industnes That 
an increase over 1938 of 16 per cent in our manufactured 
exports should have required an increase ofpersonnel employed 
from 980,000 in 1939 to 1,466,000 at the end of 1946, 1 e of 
nearly 50 per cent, suggests an overall reduction in cffiaency 
of something like 33 per cent How much of this was due to 
the cause just discussed and how much to restrictive practices 
and to sheer loss of working will and energy m all concerned 
It IS impossible to calculate But Jt does look as if both factors 
played their part 

The same question is mcvitably raised by the lamentable 
figures of our coal production In 1913 wc exported nearly 
one-tiurd of our coal production, representing in value ten per 
cent of all our exports and of even greater importance as a 
factor m keeping dotvn Bntish freiglits In 1938 we still 
ex-ported 35 million tonsofanfob value of 4^37,400 000 In 
1947 wc seem incapable of producing our own minmum 
requirements at a time when nothing could so contnbutc to 
our recovery and that ofEuropc as a return to the 1938 export 
figure In 1938 we produced 226,400,000 tons of mined coal 
or 308 tons per man la 1946 189,200 000, including open cast 
coal, or Old) 259 tons per man There seems now little 
certainty of even the modest target of 200,000,000 tons being 
reached in 1947 Some of this disastrous falling off may be 
due to depreciation of equipment, though there has, m fact, 
been a great increase in mccham^tion Some of it to an 
mcrcasmg proportion of older men at work But it is difficult 
to resist (he conclusion that, whatever the cause, the will to 
work itself has declined 

This IS not the place to discuss the merits or dements of 
nationalisation as such But m this particular instance the 
conduct of both sides up to date suggests that the miners have 
conceived nationalisation, not as the taking over of the industry 
by Government in the pubhc mterest, so much as the tahng 
over of It by the mmers in Acir own mterest, and that the 
Government have m substance complied with this view Be 
that as It may, no other single cause has done more to impede 
our recovery m every branch of industry than the shortage and 
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ever increasing dearness of this, the very foundation hitherto 

of British industry 

The course of events in 1946 was not calculated seriously to 
shake official complacency Our exports showed a satis 
factory increase nsing from 87 per cent m volume of 1938 
exports m the first quarter of the year to 1 1 1 per cent in the last 
quarter or very nearly 100 per over the whole year Tht 
total deficit on the year, instead of an anticipated ^750 
millions turned out to be only ^400 millions, £'^^0 millions 
of which was in respect of our tiade with the United States 
and Canada To meet this we drew £ 2 "]^ millions on the 


per cent of the 1938 volume Nor could it be expected that 
the initial conditions of a highly favourable sellers market 
would not presently begin to decline 
The first serious setback came in the opening months of 
1947 owing to the dangaous extent to which our stocks of coal 
had been allowed to run down, a situation aggravated by an 
unexpectedly severe winter The export figures for the fint 
quarter of 1947 fell back to lOi per cent, only reached 102 
in the second quarter, and 114 per cent m the third quarter, 
or an average of 105 per cent over the nine months Mean- 
while the delay in the resumption of our essential imports 
which had been responsible for a dangerous depletion of 
raw material stocks in some industries, was heng caught 
up But it was accompanied by ever increasing prices, both 
of food and raw materiak, which threatened to upset all 
optimistic calculations as to the breathing space for recovery 
which the American and Canadian Loans could afford 
By the middle of 1947 the price of our imports had risen 
by over 40 per cent since the American Loan was negoti- 
ated and by more than 20 per cent vmce we began drawing 
on It To pul It the other way round the Loan had shrunk 
by some 28 per cent The dollan to quote Mr Dalton, were 
no longer the same dollars that we borrowed'* Drawings 
increased at an alarming rate For the fint six months of 1947 
we drew On the Amencan Loan alone to the extent of ,^^405 
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millions, as against £1^0 millions drawm up to the end of 1 946 
Of this onl) ;^i 76 millions was for our direct trading deficit 
with the United States The rest went for purchases m the 
Western Hemisphere by oursel\cs and b> otiier sterling area 
countries which insisted on payment in American dollars in 
order to meet their owti requirements 
Injanuar) l947a^\'hltcPaperonthc‘ Economic Consider- 
ations affecting relations between Employers and Workers ’ 
>ias issued, embodying the iicus of the Advijor) Council 
of Employers and Tnde Unions In this the position of 
Great Britain was described as extremely senous' It was 
followed in rebruar\ by an Economic Survey for 1947, largel) 
drafted before the coal crisis of the winter, and still far from 
facing the gravit) of the prospect ahead In this it ivns still 
assumed that we could afford to devote 20 per cent of the 
national income, 1 c , some £i,yoo millions, to capital invest- 
ment in the course of the ycai The estimated out goings 
due to imports for 1947 were raised to /^i,45o millions as 
against £i roo milhons in 1946 With estimated Govern- 
ment expenditure overseas reduced from £300 milhons 
to £1^5 millions, this left a total estimated outgoing of 
;^‘r,625 millions Towards this figure the Government con 
sidcred that it would be unsafe to borrow more than ;f350 
millions net The balance was consequently to be found by 
an increase of exports and roexports from £goo milhons to 
,^1,200 millions To secure this result the target fortheend 
of 1947 was set at 140 per cent of 1938 exports equal to a 
target of 165 per cent in the export of manufactures 
For the attainment of this target the Government would 
seem to have rehed mainly on the efficacy of exhortation 
Ministers vied with each other m speeches imploring work 
men to work harder and abandon restrictive practices and 
bidding manufacturers to bestir themselves and be more 
efficient, their efforts occasionally minimised by optimistic 
assurances by less responsible colleagues In Apnl our walls 
were enhvened by posters displaymg a perplexed John Bull 
taking off his coat over the uninspiring slogan ‘Work or 
Want” But for some months stjU it docs not seem to have 
occurred to Mimsters that it was up to them to take any drastic 



THE AWAKEMlNO 


14.6 

steps themselves whether m the domain of finance or of import 
control Indeed it would seem, judging by the endorsement 
given by Mr Dalton as late ai March loth to an article by 
Mr Douglas Jay mtht Dmiy Herald, that he expected the two 
loans to last for another two years from that date 
In the Budget of 1947 a stiff increase in the tobacco dut es 


lowest incomes Incidentally n drew attention to the absurd 
stipulation of Article 9 of the Loan Agreement (since tacitly 
waived] which compelled the restriction of American im- 
ports to be accomparued by a corresponding restriction 
of imports from the Empire as well as from foreign countries 
On June 30th Mr Dalton announced that there would be 
some cuts in the imports of tobacco, petrol, filmsand newsprint, 
but that the total volume of imjwns, by then estimated at 
millions, would be mamtamed Onjuly 8th, tn spite 
of his admission that we were using up our dollar borrowings 
at the rate of j(8oo nulliom a year and that the spreading 
world shortage of dollars^ was causing increasing multilateral 
paralysis”, he insisted that u was the right thing not to cut 
into our import programme ” Asaconcession, however, to the 
growing demand for vigorous action it was announced on 
July 7th that a new Economic Planning Board, under Sir 
Edwin Flowden, would be set up to advise the Goveramcnl on 
the best use of our economic resources What influence this 
has, in fact, exercised on policy remains obscure 
On July 15th, in acconJancc with the provisions of the 
Loan Agreement (sec p 130) sterling became convertible 
in respect of all current earnings as well as of such balances 
as might be released by agreement with the holders From 
the very outset this condition had m some measure the 
effect intended by the American authorities, namely to uiducc 


Bretton Woodj schtme to Parliunent la December 1 945 
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steiling area countries whicli had contemplated looking to 
Britain for long term orders foi equipment to transfer their 
inqmnes to the United States Mwnwbile, in spite of Lord 
Keynes’ statement that half the whole loan was intended to 
be used up in order to provide dollars for the sterhng area, 
the Treasury seem to have come to the conclusion that no 
serious difficulty was to be anDapated as the result of this 
obligation Tiie Economic Surrey issued m February 1947 
suggested that ‘ some loss of dollars might follow, but 
evidently without attaching great importance to the point 
Even as late as July 8th Mr 0 alton declared that July 15th 
had ‘ in a large measure already been discounted and that 
the additional burden of the obligation would be noticeably 
Ites than many people suppose ’ 

The basis for this astounding miscalculation would seem to 
have been the fact that the trade figures under monveHthhly 
had shotvn an adverse balance with the rest of the sterhng 
area of only milhonsfor the year up to the end of June 
What was apparently obvious to other countries was that 
once mvtrhkhly was tn force ui^cntly needed dollars could be 
secured, not only by increasing their exports to Bntain, but 
by cutting down their imports from Bniam The process had 
already begun before July I5lh, but was naturally intensified 
from that moment Meanw hilc agreements had been or ^vcrc 
being concluded ■with holders of sterhng balances which in- 
volved no unexpectedly great releases, the largest, those with 
India and Egypt, involving only £67^ millions and ,^35 mil- 
lions respectively But it is clear from Mr Dalton's oira ac- 
count on August 7th, of what had been achieved by these 
agreements m the ivay of voluntary agreements for blocking 
the bulk of the ;C3 j554 dnUwds of outstanding balances, that 
some ^500 milhons ^d not been brought under control 
It also loob as if in some cases understandings in the nature of 
“gentlemen s agreements ^verc not observed, or that the 
Governments concerned were unable to restrain the flight 
from the pound 

Once the lid was off, the sand m the dollar hour glass ran 
out at a terrifying rate Durag July it was runmng out at tlie 
rate of ;£'24 millions a week In the third week of August the 
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figure was nearly ;^6o millions On August 20th, svhen 
some ;^20o millions had gone dosvn the drain mtlhons 
between Jul> ist and August 31st), the Government an 
nottneed (hat, after consultation with the United States, it 
had decided to suspend eons-crtrbtUty, while /)ioo millions, 
all that remained of the American Loan, were frozen and no 
longer available 01 the £1,237 millions borrowed from the 
United States and Canada all that remained to be drawn 
upon thirteen months after the grant of the American loan 
was £125 millions of Canadian dollars ^ Since then the £joo 
millions has been unfrozen, but only on a completcl) unquah* 
fied reaffirmation by Sir StalTord Cnpps, m a letter of 
December 4th, of our adhesion to the Amcncan policy 

‘ I should hke to take this oppoitanity to reaffirm the 
intention of Hu Majesty s Government to adhere as closely 
as possible to the objectives of the agreement at all t mes 
and to implement these objeetives fully at the earliest 
possible lime ’ 

The flight from sterling was flue in the mam to the world 
scramble for dollars for which not only world shortages, but 
also the whole United States policy of breaking up the sterling 
area and of forcing American coiports at the expense of all 
mutually beneficial trade wcclnngcs was responsible But the 
final collapse was precipitated by the general Joss of confidence 
m the British Government s power or svillmgness to take any 
effective measures to set its own house in order, while the 
ariificnlly low interest rate oficred no inducement to holdcn 
of sterling balances to kcqj diem here In tlic debates on 
August 6lh and 7th, Mimsten had dnwn a lembly re* 

* On October 24th, Mr Dalton gave the total n« dollar etpendilur? 


ipeni m (he United State*, 33 per cent wM apent on food, gg per cent on 
raw maienalj, tneiudme cut, 15 per cent on machinery 10 pet cent on 
tobacco, 4 per cent on films, and 13 per cent on feeding Germany 
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vealing picture of the weakness of our position But their only 
positive step other than a new list of ‘ targets ’ was the re- 
imposition of the direction of labour This was taken generally 
to 1)0 a mere gesture to cover the absence of any policy which 
the new powers were to be used to enforce, and only served to 
accentuate the general pessimism about our position 
Barely a year sufficed to dissipate die borrowed dollars which 
were to have given us three or four years of breathing space m 
\‘.hich to reconstruct our economy and double our pre-mr 
export of manufactures in a world of unlimited competition 
We are left with our debt, pcddlii^ out our reserves to meet 
a dollar dram still running at the rate o^£goo millions at the 
end of October, and with the highly uncertain hope of reaching 
an export of 160 per cent m manufactures by the middle 
of next )earj at the cost of (he severest privations for years 
to come 'What is more, we are being driven by sheer 
necessity, step by step, to repudiate or evade every one of the 
fatal conditions to which wc pledged ourselves as the price of 
a short-lived and ill-spent repneve Tlie nse in American pnees 
and the extent of Europe s deficiencies have contributed in 
no small measure to the disaster But the mam causes have been 
the lack of any foresight or husbandry m dealing with the 
problem by our ow n (government and, above all, the unwisdom 
ofever acccptingaloan on terms vihich precluded ourrecovery 
Rarely has Nemesis trodden so swiftly upon the heels of Folly 
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THE GENEVA DRAFT REPORT 

It is now necessary to go back in order to deal with the sub- 
sequent development and modification of the original 
American Commercial Proposals discussed m Chapter VIII 
to whicli the British Government pledged its support as an 
essential condition of the Loan In February 1946 the Economic 
and Social Council of the United Nations passed a resolution 
calling for an international conference on trade and cmplo}* 
ment to consider the creation of an International Trade 
Organisation It also set up a Preparatory Committee of 
nineteen countries to make arrangements for the Conference 
and to prepare a draft charter lor the Organisation In pre- 
paration for these discussions, and with the obvious purpose 
of Keeping them well m Imc with its own policy, the United 
States Administration then proceeded to produce its ovsTt 
suggested charter This was only an elaboration and prtial 
rearrangemem of the original proposals and need not detain 

O ^ I , .4l - _ , r, .1 ,,i* - >.*4 
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maintained at the subsequent session at Geneva Czecho- 
slovakia, howcv cr, took part, as a member, and Poland, as an 
observer, at both meetings 

The London Meeting of the Preparatory Committee sat 
for six weeks The Indian delegation made it clear at the out- 
set that, so far from considering tariff reductions, India 
had every intention of pushing ahead vigorously with a policy 
of protection for industrial dcv’clopment Several other 
delegations supported th» cltum for a special regime for 
“rchlivcly undeveloped” countnes This view was accepted 
and a whole new chapter dealing with ‘'Economic Develop- 
ment” was included. The importance of stability of employ- 
ment was stressed by Australia, and the section dealing with 
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the subject was somewhat expanded But it still amounted 
to no more tlian to say that it was every country s duty to keep 
Its people fully employed, and that this must not be done on 
hnes conflicting with the general objects of the Charter In 
other words positive measures of protection against outside 
competition or to secure employment by mutual preferential 
or other discnmmatory arrangenKnts were excluded The 
resultant new edition of the Draft Charter (published as 
E/PC/T/33) was submitted to a Drafting Committee which 
sat in New York from January 20th to Tebruary izsth, 194,7 
and produced a revised version (E/PC/T/37) which was the 
starting point for the work of the Second Session of the 
Preparatory Committee which met at Geneva on April loth 

1947 

Four months of speechifying by leading delegates, endless 
work by their staffs— the British delegation alone numbered 
97 permanent members, not including typists and messengers, 
and required 30-40 cars, rcsnlted m a report of 100 articles 
covering nearly a hundred printed pages (Appendix F, 
Cmd 7212) This is nmv before a Conference of all the United 
Nations at Havann The opening staicmcni of purposes set 
out in Chapter I, Article i of the Report is in effect a repe 
tition, somewhat differently arranged of the statement of 
purposes m the original Commercial Proposals, but gives to 
the reduction of tanlls and other barriers to trade and to the 
elnmnation of discriminatory iradmg m international com- 
merce a substantive headmg of ite own The only new 
purpose introduced js m item 2 which runs 

“To foster and assist industrial ?md general development, 
particularly of those countnes which arc still m the early 
stages of industrial development and to encourage the 
internauonal flow of capital for producUve investment ’ 

Chapter II is devoted to ‘ Employment and Economic 
Activity There is a considerable expansion of verbiage m 
this ns compared wth the original draft, most of it meaning- 
less or platitudinous Such for instance is Article 4 by which 
members are by ‘appropriate and feasible methods to 



THE AWARENJNQ 


152 

eliminate sub-standard conditions of labour m exporting 
industries* But it is still assumed that the avoidance of 
unemployment must depend pnmanly on domestic 
measures" and it u again laid down in Article 3 that 
measures to sustain employment production and demand 
shall be consistent with the other objectives and provisions 
of the Charter , in other words must not interfere with 
promiscuous international competition 
Chapter III, dealing with Economic Development, was 
greatly expanded to meet the eloquent pleas of the representa 
lives of undeveloped countries In effect they managed to 
secure a general nght to increased protection, subject always to 
Its being non discriminatory Even here they secured the nght 
(Article 1 5) , m special circumstances, to mak new preferential 
arrangements without contemplating a customs union, subject 
to a special affirmative vote of two thirds by the Organisation 
So far as the text goes it is not clear whether this provision is 
intended like the rest of this chapter, to apply exclusively to 
relatively undeveloped countn^, e g to such a case as future 
preferential arrangements between, say India and Pakistan or 
Burma or whether it would allow of new preferential arrange 
ments among European countries cr within the British Com 
monwealih and Empire, most of which is certainly relatively 
undeveloped But as this last exception would be directly 
contrary to the mam puqxise of vetoing the development 
of Imperial Preference for which the United States has been 
working, it is unlikely that this was, m fact, contemplated 
or, if apphed for would secure the two thirds approval of 
the Organisat on 

On the other hand the United States point of view is 
emphasised m the provisions {Article 12) dealing with 
international investment by a paragraph precluding a 
Member from imposing requirements on the investments 
of nationals of other members, appreciably more onerous 
than those which U imposes on its own nationals or those of 
third countnes This is not to preclude transfer of owner- 
ship subject to the payment of just consideration and 
consultation But there arc so many qualifications and 
ambiguities in this chapter that u can mean anything In 



THE GENEVA DRAFT REPORT 


153 

ly case, in regard to this chapter and to chapter II, those 
ost concerned may be said to consider their provisions as 
iminant, ts hile the United States consider them as definitely 
bordinatc to Chapter IV which embodies the Amencan 
ews on Commercial Policy and is the hard core of the whole 
port 

Chapter IV begins by restating the Most Favoured Nation 
inciple m its most ngid form But it sanctions for the time 
:ing the existing preferences m the British and French 
npires, in American dependent temtones, and in respect 
the Philippines and Cuba, as between certain South 
nencan States and lietwcen the Syro Lebanese Customs 
nion and Palestine and Transjordan, as they stood on April 
th, 1947 or as they may since have been reduced by the 
ntcn:piafed Genera) Agreement on Tariffs and Trade The 
il gist of the Chapter is, however, contained in Article 17 
which members arc pledged to enter into negotiations, at 
e request of the Organisation, directed to the ‘ substantial 
iuction of tanffs ’ and to “the elimmation of the preferences 
erred to in Article 16 ’ The mischievous provision that a 
luetton negotiated only m the Most Favoured Nation rate 
ill operate automatically to reduce or eliminate the oiargm 
preference is retained On the other hand a reduction 
gotiatcd only ra the preferential rate must involve an auto- 
itic reduction in the Most Favoured Nation rate In any 
sc no margin of preference is ever to be increased The only 
nccssion to Bntisli interests and to common sense is a pro- 
ion in Article 40 by uhich the ‘ escape clause’’ allowing 
} temporary ^vlthdrawal of a custone concession, if it 
uses serious injury to domestic producers, is also to be 
plicable so as to permit the temporary restoration of a 
tfcrcnce m analogous circumstances if both the giver and 
leiver of the preference are agreed 
That the Amencan intend to make use of the escape 
use, and to an extent which may easily make nonsense of 
y trade agreement, is shown by Cflause i of the Executive 
der issued by President Truman on February 25th, 1947, 
iich runs as follows — 
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“There shall be mduded m every trade agreement 
hereafter entered into under the authority of the said Act 
of June lath, 1934, as amended, a clause providing m 
cfTect that if, as a result of unforeseen developments and 
of the concession granted hy the United States on any 
article m the trade agreement, such article is being im 
ported m such increased quantibes and under such condi 
tions as to cause, or threaten, serious injury to domestic 
producers of like or similar articles, the United States shall 
be free to withdraw the concession, in whole or w part, or 
to modify it, to the extent and for such time as may be 
necessary to prevent such injury” 

A clause to that effect (xix la) figures m the Agrcemcnl 
now concluded while a corresponding clause m the intcrestj 
of Empire Preference has also been inserted on the British 
side Clause 9 of President Truman’s Order msists on the m 
elusion in any such trade agreement ofa most favoured nation 
provision, ‘subject to the mmmum of necessary cxcepliom 
and designed to obtain the greatest possible benefits for exports 
from the United States , and contemplates the withholding 
of the benefits of concessions granted under the Act of 1934 
to any country discnmmatmg against the trade of the Unitd 
States, m other words.aconditonal method of enforemgthe 
unconditional Most Favoured Nations Clause 
Article 20 begins by abolishmg in general all quotas, 
import or wport licences or similar quantitative restrictions 
subject to certain exceptions such as export rcstnctions tem 
poranly applied to relieve cntical shortages of foodstuffs or 
import restrictions on agricultural or fishery products neces 
sary to the enforcement of government measures to restrict 
the marketing or production of the like domestic product or 
to remove a temporary domestic suq)lus by free or wider 
market price distribution But such rcstnctions must not 
reduce the total of imports relative to the total of domestic 
production as compared with the proportion that might 
reasonably be expected to rule between the two m the absence 
of rcstnctions ’ In other words there is, in principle, an 
absolute veto on the use of import quotas as a measure of 
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protection and stability of pnces for agricultural productionj 
the one t}’pe of case m \\luch the quota system is, for certain 
commodities at least, preferable to protection hy customs dutj 
and maj , indeed, be asential Such quantitative restrictions 
must {Article 22) stnctly follow the rule of aon>discnimnation 
In the onginal Proposals allocation among suppliers was to be 
fixed purely by reference to imports “during a prenous 
representative penod ’ This is now modified by adding that 
‘ due account should be taken of any factors which may ha\ e 
affected or be affecting the trade m the product” so as to 
bnng the import quotas into line wth the shares of the trade 
which the vanous meniber countries “might be expected to 
obtain m the absence of such restrictions ” 

An important concession from the British Empire point 
of is the excepuon (Arucle 23, 4a) from the general rule 
of non-discnimnauon t\hich may be made in the case of 
' temtones having a common quota in the International 
Monetary Fund” In their case restncuons applied against 
other countries need not be applied inter se This tvould 
enable us to exempt the Colonial Empire, including for this 
purpose Southern Rhodesia and Nculbundland, from import 
restrictions imposed on the rest of tlic ivorld It is difficult 
to understand why the Bntisb rq)rcsentatives, having secured 
this preferential concession, failed to secure the corresponding 
concession in respect of remission or reduction of customs 
duties for the Colonial Empire 
The whole of the provisions against discnmmatory re* 
stnctions are, m any case, subject to their being disregarded 
“when a substantial and wdespread disequilibnum prevails 
rn international trade” In that event a country may impose 
discriminatory restnctions ‘ to the extent necessary to obtain 
additional imports above the maximum total which it could 
afford” if It followed the rule But this must not be done so 
as to increase substantially the cost of the imported article, 
nor so as to reduce apprcaably the gold or convertible cur 
rency which the country m question would normally secure 
from Its exports to members not party to the arrangement, 
nor, more generally, so as to cause unnecessary damage to any 
other member The Oigimsatnin is to be the judge as to 
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whether the conditions justifyn^ such exceptions have 
fulfilled and, at any rate not later than March rst, 1 
may review the situation and declare that no such disci 
briura exists as would warrant the continuance of 
exceptions After March ist, 1952 (the end of the Bf' 
Woods interim period) any such discnmmatory actioi 
continuance of such action, shall only take place wtl 
express sanction of the Organisation 

The rule of non discntmnaiion is to apply equally to 
trading (Article 30) which, as m the original propc 
must be ‘ solely m accordance with commercial consic 
tions* In other words no arrangements based on mi 
advantage are permissible The whole of a state order i 
go to the cheapest tenderer, even if that tenderer's con 
Wys nothing in tetiim ' There must, m fact, be no tied tei 
But— and this is typical of the whole spirit of a sch 
devised from beginning to end in the interests of the Anjcr 
export trade— ‘‘a country receiving a tied loan is free to 
this loan into account as a commerc al consideration v 
purchasing requirements abroad’ ' State purchases for pi 
govermental use arc, however, not 10 be subject to s 
nomdiscnmination, but only to fair and equitable treatmt 
of the trade of other members In the case of a state ex 
monopoly the member imposing il must negotiate with 0 
members interested arrangements to limit or reduce any pre 
tion afforded to domestic users of the monopolised product > 
assure adequate export supplies at reasonable prices ( 
vcrscly m the case of an import monopoly there must be n 
tinted a maximum customs duty and the price charge 
the home market for the article concerned must not cx' 
landed cost, plus duly, plus a reasonable profit and incide 
charges 

In the case of subsidies (Articles 25 and 26) mem 
imposing them are to notify the Organisation, and if 

1 Lord Addison hai boweircf sutrd (House of Lords October ; 
1947) that ‘ the maintmancf of our trade connexion’ with a Domi 
is regarded by the Government as ‘ a first rate commercial considera 
Any other interpretation would have knocked the bottom out 0 
Commonwealth system Thu u satisfactory as far as it goes, but 
far to make nonsense of the provision in question 
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subsidy causes or threitens seiious prejudice to the interest 
of any other country there is to be consultation with a vieiv 
to (uniting the subsidisation In any c«e subsidies must not 
result in an export price below the pnee in tlic domestic 
market Duties or taxes imposed on domestic consumption 
may, however, be exempted m the case of exports, provided 
that the proceeds of such dudes arc not used to subsidise 
exportation This is presumably to cover such cases as the 
excise duty on spirits which it would obviously be absurd 
to levy on exports It is at least arguable that the whole of the 
enormous overhead of national, municipal and social service 
taxation m tins country amounts to a heavy veiled excise on 
domestic production and consumption and could reasonably 
be remitted in whole or part on our exports Anti dumping 
or countervailing duties arc not to be imposed unless the 
dumping or subsidisation causes oi threatens material injury 
to an established industry or prevents or retards the establish 
ment of a neiv one In any case they must not exceed the 
amount of the subsidy and must not be applied against 
the kind of remission of excise duues referred to above The 
possible use of import subsidies to foster imports from par- 
ticular sources is not discussed m the Report 
An actual customs union involves, of course, a much 
greater measure of discnminatioii against the outside world 
than any bilateral trade treaty or preferential arrangement 
between a group of nations It amounts, in fact, to a lOo 
per cent preferential remission of duties as between its members 
But as it ivas generally recognised m the nineteenth century 
tliat the formation of a customs umon superseded the Most 
Favoured Nations Clause as betiveen its members, the United 
States have not directly challenged the right of nations to 
come to such an arrangement This quite illogical position 
may be pnrdy due to mere muddled tlunkmg But it is sup- 
ported by the very practical consideration that under modern 
conditions, and as between nations with a highly developed 
national life, a customs umon is, in fact, a fairly remote con- 
tingency The tariff policy of modem nations is so closely 
integrated with their whole industrial, social and defensive 
structure that it cannot easily be handed over to any joint 
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authority unless that authority u also directly responsible for 
mdustnal and commercial policy m all its aspects, for cur 
rency and even for defence and foreign policy 
There may be cxecpUonal cases such as that of Belgium 
and Holland, or the Scandinavian countnes, or conceivably 
even France and Italy, where the general economic structure 
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Europe as a whole or eS'Cn of Western Europe, with their 
marked differences of character, traditions and economic 
structure, or of the nations of the Bntuh Commonwealth, u 
difficult to envisage at any rate except as the result of a 
prolonged period of preparation by incrcasmg measures of 
economic preference accompanied by corresponding closer 
politcal integration The Americans at Geneva took good 
care to prevent any such progre^ivc development by the 
following paragraphs of Article 42 which provide that the 
provisions of Chapter IV shall not be cotutiucd to prevent 

' advantages accorded by any member to adjacent countries 
m order to facilitate frontier traffic, or the formation of a 
customs umon ot the adoption of an mtcnm agreement 
necessary for the attainment of a customs un on , Prondid that 
the duties and other relations of commerce imposed by, 
or any margins of preference mamtamed by any such 
union or agreement m respect of trade with members of the 
Organisation shall not on the whole be h^hcr or more 
stnngent than the average level of the duues and rcgulatiom 
of commerce or margins of preference apphcablc m the 
constituent temtoncs prior to the formation of such umon 
or the adoption of such agreement, and Provided further that 
any such interim agreement shall include a defiiute plan 
and schedule for the attainment of such a customs union 
within a reasonable length of tunc '* 

‘ No member shall institute or maintain any mtcnm 
agreement under the provisions of paragraph 2 (i) of this 
Article if, after a study of the plan and schedule proposed in 
such agreement, the Organisation finds that such agreement 
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IS not likely to result in such a customs union with 
reasonable length of lime ” 

Any approacli to a customs union iiy stages is thus forbid 
Existing preferences already in force may lie maintained; 
not, on the avenge, mcreased The resultant customs u 
tsnff must not be higba ihan the average tanff of the s 
hicli jom to form it md, prcsumafalj , may never be r; 
subsequently It would be difficult to devise a more ingei 
indirect veto upon any attempt of the nauons of the Bi 
Commonwealth to draw closer together How any oi 
representatives of tlic Commonwealth could have subsci 
to such a denial of thar freedom passes belief It can at 
on!} be explained as due to the desire to appease the Ui 
States at all costs, to the difficulty of resisting the logic of 
discrimination once the principle had been accepted and 
but perhaps not least, to a certam cymasm on the pa 
all the nations represented at Geneva as to anything 
coming out of the clabontc theoretical scheme tvhich 
were professing to concoct 

Chapters V and VI dcibng with rcsiiictive practices 
intcr-govcmmcntal commodity arrangements contnm not 
new m pnnctplc Nor docs Chaptci VII which deals tvitl 
constitution of the Or^antsauon itself This is to consis 
in the original Proposals, of a Conference of all the mem 
m tvhich the final authoniy to determine tiic policies o: 
Organisations is to be vested, an Executive Board to tv 
the Conference may assign such powers as arc not expr 
imposed on the Conference or on the Tanlf Committee, 
Commissions as may be required, and a Director Ger 
and staff The Execudsc Board is to consist of eigh 
members Eight of these, including the Soviet Union, 
appointed by name, three are to be appomted by Araer 
states other than the United States and Canada, one cac 
the Scandmavian and Arab Lc^e States and five by 
remaining members The Commissions are in the pre 
draft report left undefined On the other hand the T 
Committee is a new feature Its task is to act on bi 
of the Organisation in imtiatmg negouatioas and ma 
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recommendations and determinations on tanff questions 
The Director GeneraTs powers and duties are to conform 
to regulations approved by the Conference and he is to 
‘admmister ’ the Organisation subject to the general super- 
vision of the Executive Board Voting on all these bodies is 
to be norrnally by simple majority But" no agreement could 
apparently be reached as to the basis of voting power, and a 
vancty of alternatives arc suggested ranging from one vote 
for each customs union, e g one for Bermuda and one for the 
United States, to a vancty of schemes for wcightagc by popu- 
lation, external trade, or national income 
There seems to have been no agreement at Geneva as to the 
treatment of non memben of (he Organisation One alter- 
native proposal allows a member, a substantial part of whose 
trade is with a non-roeinbcr, to suspend any of the provisions 
of the Charter if their execution causes serious injury to ils 
legitimate interests In other words members largely de- 
pendent on trade with Russia must secure the consent of the 
Organisation to ignoring its rules or, failing that, withdraw 
from the Organisation Another alternative requires the 
consent of the Organisation before admitting a non-member 
to the benefits of Chapter IV of the Charter A third forbids 
a member to be a party to any agreement by which a non- 
member would be contractually entitled to these benefits or 
to extend to a non member any reductions m tanffs resulting 
from negotiations under Article 17 All three alternatives 
agree m forbidding members from seeking preferential or 
exclusive advantages m their trade with non members But 
as there 13 no obligation on members collectively to dis- 
criminate against non-members and as these latter have much 
greater freedom of retabatory action, it is extremely unlikely 
that any members will, in fact, discnminatc against them 
It, therefore, remains difficult to see why any country should 
tie Itself up with all the vexauous restrictions of the Charter 
The hundred articles of the Report include, of course, a 
great many innocuous and even useful provisions, such as 
those dealing with valuation for customs purposes, formalities 
concerned with exportation and importation, marks of origin, 
the pubhcation and administration of trade regulations, 
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information and statistics and, possibly, also, those deabng 
tsath the restrictive acUvUies of puWic and pnvate com- 
mereni enteipnses, winch might with advantage provide 
the subject mattei for an international organisation on modest 
lines But the mam scheme t\iih its ambitious design for 
controlling world trade is one gigantic and preposterous 
piece of make believe Few of the delegates really liked it, 
though they all enjojed the sport of elaborating it and 
eventually signed it, subject to some sixty five reservations 
and expressions of dissent over and above the many special 
exceptions for balance of payments and other temporary 
difficulties allowed for m the mam text The less scrupulous 
will, in any case, checrfull) disregard its provisions and get 
awa) with it For the more conscientious those provisions will 
involv’c infinite ivasto of time and embarrassment in bringing 
their own affairs before tins commercial Sanhednm 
ConcuiTcntly with the drafting of the draft Charter of the 
Iiilemational Trade Organisation fht delegates at Geneva 
were busily negotiating leather in pairs or groups at mutual 
tariff reductions These ncgotiauons, conducted for five months 
m the stnetest sccrec), were concluded by September a4th, 
and the resulting seventy agreements were embodied in a 
single document setting out the mam outline of a system of 
world tariffs These agreements arc of course, subject to 
ntification The position m regard to the schedules for the 
reduction of tanff concessions and reductions of preferences 
as between the United Stales and the members of the 
British Commonwealth is tliat after the British Common 
wealth delegates had agreed to some 150 reductions of pre 
ferential margins, ranging from 5 to 20 per cent, as the 
maximum they could surrender for such tariff concessions as 
were offered by ihe United States Mr Clayton, the chief of 
the Amencan delegation, insisted on a yet further whitthng 
av\ay of Impcnal Preference ^ A senes of conferences with 

^^o attempt vsas made by the Btitisli ddegates to insist on or e%en 
suggests, a corresponding reduction or dinunation of Amcncan preferences 
or to challenge the Amcncan mterprelation of coastal traffic as covenng 
not only the disconnected Atlantic and Pacific coasts of the Union but all 
its oversess dcpaidenaes Tie qucrtion did not corns up at any stage 
in the negotiations — Mr H vbold Wilson October 29th 
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as well as by the United Slates The Final Act together with 
the General Agreement (Gmd 7258) and the schedules of tanff 
concessions were released on November i8th 
The General Agreement consists of 31 Articles These are 
in substance a repetition of those of Chapter IV of the Geneva 
Draft Report, but are to be superseded by the conclusions of 
the Havana Conference It and the schedules will not enter 
into full force until accepted by countries representing 85 per 
cent of the external trade of the signatories, but will be applied 
provisionally as from January ist 1948 as between Australia, 
Belgium, Canada, France, Luxemburg, the Netherlands, the 
United Kingdom and the United States 
The Agreement involves tcdvxtiom by the United Kingdom 
of duty on imports which from the 22 countnes concerned 
amounted m 1938 to nulliom It covers a further 
£10 6 millions where the retention of the duty » equivalent 
to a reduction and ;^63 3 imllions of bindings" 1 e items m 
respect of which we are pledged not to increase dupes As 
against this we secure m the United States reductions on trade 
amounting to some ^£13 millions m 1938 and “bmdmgs" on 
another ;^io milhcms, and from the other foreign signatories 
reductions on ,^36 millions and bmdmgs on ,(^29 mdliom 


loses preferences here on only % imlhons In any case the 
whole of the rest of the trade bc^veen Empire couiUrics is 
“bound ’ against any mcrcase of preference 
rHe agreement only covers some ten per cent ot'our ttntu' 
trade and its actual effects when, it comes into operation 
cannot be great The one thing that can be predict^ about 
It with any certainty is that, so far from doing anything 
substantial to redress the unbalance between the United 
States and the United Kingdom, it is calculated to stereotype 
if not to aggravate the situation In practice, indeed, it is 
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hkeiy to pio\e httle more than a symbolic gesture of the 
acceptance, m pnnciple, of Ameiican policy For, on tlic plea 
of “disequilibrium”, almost all the countries concerned wll 
render tlieir concessions ni^atory by import restrictions and 
bilateral arrangements, while even the concessions made by 
the United States will be liable to lie suspended if tlicy 
sliould threaten serious injury to domestic producers” Its 
most senous aspect is that, taken togctlicr witli the Geneva 
Report, It vetoes all long term agreements foi recover)' by 
mutual CO operation, whether bctvvccn the nations of the 
Bntish Commonwealth or between tliosc of Europe AVc art 
now bound, so far at any rate as our fanff is concerned, for 
tlic next three )eais At the end of that time we must at all 
costs regain our full independence 
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as well as jjy the United States The Final Act together with 
the General Agreement (Cmd 7258) and the schediJcs of tariff 
concessions were released on November 18th 
The General Agreement consists of 31 Articles These arc 
in substance a repetition of those of Chapter IV of the Geneva 
Draft Report but arc to be superseded by the conclusions of 
the Havana Conference It and the schedules will not enter 
into full force until accepted by countnes representing 85 per 
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United Kingdom and the United Slates 
The Agreement mvolvcs reductions by the Umted Kingdom 
of duty on imports whch from the 22 countnes concerned 
amounted m 1938 to millions It covers a further 
^10 6 millions where the rctcmion of the duty is equivalent 
to a reduction and 3^63 3 millions of bmdings 1 e items in 
respect of which we are pledged not to increase duties As 
against this we secure m the United States reductions on trade 
amounting to some £ 1 $ millions m 1938 and bindings’ on 
another ;£io millions, and from the other foreign signatones 
reductions on 3^36 millions and bindings on millions 
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preferences and duues are made by Canada The Empire 
loses preferences here on only ^8 2 milhrms In any case the 
whole of the rest of the trade benveen Empire countr es is 
bound against any increase of preference 
The agreement only covers some ten per cent of our total 
trade and its actual effects when U comes into operation 
cannot be great The one thing that can be predicted about 
It with any certainty is that so far from doing an)lhing 
substantial to redress the unbalance between the United 
States and the United Ku^om it is calculated to stereotype 
if not to aggravate the atnauon In, practice, indeed, rt is 
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likely to prove lutlc more than a symbolic gesture of the 
acceptance, m pnnciplc, of Amcncan pohey For, on tlic plea 
of “djsequjhbnura”, almost ail the countnes concerned will 
render their concessions nugatory by import restrictions and 
bilateral arrangements, while even the concessions made by 
the United States will be habic to be suspended if they 
“should threaten senous injury to domestic producers” Its 
most senous aspect is that, taken together wth the Geneva 
Report, It vetoes all long term agreements for recovery by 
mutual CO operation, whether lictwccn the nations of the 
British Commonwealth or between those of Europe We arc 
notv bound, so far at any rate as our tariff is concerned, for 
the next tlirce years At the end of that time we must at all 
costs regain our full independence 
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THE llAJlSHAlX INITIATIVE 

While the Geneva discussions were dragg ng on mterminahly 
an entirely new approach to the whole economic issue was 
made by Mr Marshall, the great American soldier who is 
now Secretary of State, m a speech delivered at Harvard on 
June 5tb, 1947 Dealing, not with abstract economic theory 
but with the particular and utgent problem of Europe, he 
admitted that 

*' Europe's requirements for the next three or four years, 
of essential products— principally from America— arc so 
much greatCT than her present ability to pay that she must 
have substantial additional help ” 

What was signidcaat m hu speech, however, was not so 
much the recognition of Europe’s urgwit and almost desperate 
plight, as his diagnosis of us came This wa§, m his view, due 
to a shortage of producuon caused, less by actual visible 
destruction, than by “the dislocation of the entire fabric of 
European economy’’ For that the only permanent remedy 
was the CO operation of the European nations, and only clear 
evidence o{ such co-c^jcration would justify the United States 
m pruning the pomp of European recovery 

‘The initiative, I think must come from Europe. The 
role of this country should consist of fnendly aid and 

of later support The programme should be a joint 
one, agreed by a number of, if not all, European mtmm ” 

That Europe constitutes a group of nations whose misery is 
due to want of organisation and ran only be cured by mutually 
agreed co-operation, implies an outlook fundamentally 
irreconcilable with the whole policy of keeping the world 

164 
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brol^en up into small non-co operating units by the rule of 
non-discnminaiion It throtw overboard the conception of 
making everything easy for immediate Amencan export 
expansion m favour of one which looks to Curopean self-help, 
to be supplemented by Amenca only to the extent to which 
that self-help is temporarily incapable of meeting the most 
urgent needs It, m effect, asks Europe to produce, not a 
collective begging letter or shopping hst, but a plan of re- 
organisation Such a plan is stultified fiorn the outset if every 
arrangement for mutual trade is to be liable to be dislocated 
by the requirement of price ‘non-discnmination and if no 
quantitative restrictions on imports of any kind are possible 
unless imposed simultaneously by the European nations on 
each other For the moment the incompatibility of the two 
aspects of American policy may not be fully realised across 
the Atlantic, or may be veiled by the wholly unpractical sug- 
gestion that they can be reconciled by the establishment, m 
dte near future, of a European customs union So, too, on 
this side of the Atlantic the fear of giving offence to America 
has kept all suggestion of “discnminatory' arrangements out 
of the discussions, at any rate pending the consideration of a 
customs union by 1 study group 
Mr Marsliall s suggestion that it was for Europe to take the 
initiative vas seized on with commendable promptitude by 
Mr Bcvin, who flew to Pans on June 1 7th to sound the French 
government, and together with M Bidault issued an invitation 
next day to M Molotov, who met them in Pans on June 27th 
Beginning in a conaliatory spint M Molotov suddenly 
changed his attitude, presumably on orders from Moscow, 
and made it plain that Russia would have nothing to do -with 
any concerted plan that went beyond a mere ‘ shoppmg hst” 
on the ground that it would be an “infringement of national 
sovereignty” On July 2nd he left the Conference, wammg 
the Bntish and French governments diat their plan, if per- 
sisted m, would divide Europe The Soviet satellites were for 
bidden to take part and this veto was even extended to 
Czechoslovakia which had originally accepted and which was 
an active participant m the Geneva discussions This enor- 
mously simplified the despatch ofbusiness, and the Conference 
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THE MARSHALL INITUTIVE 

\Yhile the Geneva discussions were dragging on mtcrminably 
an entirely new approach to the whole economic issue was 
made by Mr Marshall, the great American soldier 'vho ts 
now Seaetary of State, m a speech delivered at Harvard on 
June 5th 1947 Dealing not with abstract econom c theory 
but with the particular and urgcrit problem of Europe, he 
admitted that 

Europe s requirements for the next three or four years 
of essential products— pnnapally from America— arc so 
much greater than 1 er present ability to pay that she must 
lia\e substantial addiuonal help 

What was significant m his speech however was not so 
much the recognition of Europe $ urgent and almost desperate 
plight, as hts diagnosis of its cause Ihis was in his view, due 
to a shortage of product on caused, less by actual visible 
destruction, than by the dislocation of the enure fabric of 
European economy For that the only permanent remedy 
was the co-operation of the European nations and only clear 
evidence of such co-operation would justify the United States 
m pruning the pump of European recovery 

The imtiative I th nh must come from Europe The 
role of this country should consist of friendly aid and 
of later support The programme should be a joint 
one, agreed by a number if not all, European lutions 

Tliat Europe constitutes a group of nations whose misery is 
due to V ant of organisation and can only be cured by mutually 
agreed co-operation implies an outlook fundamentally 
irreconcilable with the whole policy of keeping the world 
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brolvCJ) up into sraaU non-co operaim^ uej 15 by the rule 
non-discnmination It throivs overboard the conception 
making everything easy for immediate American exp 
expansion m favour of one ^vhich tools to European seJf-hc 
to be supplemented by America only to tiie extent to ^vhl 
that self-help is temporanly incapable of meeting the m 
urgent needs It, in effect, asks Europe to produce, not 
collective begging letter or shopping list, but a plan of ; 
organisation Such a plan is stultified from the outset if eve 
arrangement for mutual trade is to be liable to be dislocat 
by the requirement of price ‘ non-^iscnmination and if 
quantitative restrictions on imports of any kind are possil 
unless imposed simultaneously by the European nations 
each other For the moment the incompatibility of the f 
aspects of American policy may not be fully realised acn 
the Atlantic, or may be veiled by the wholly unpracPcal si 
gestion that they can be reconciled by the establishment, 
the near future, of a European customs union So, too, 
this side of the Atlantic the fear of giving offence to Amen 
has kept all suggestion of discriminatory' arrangements c 
of the discussions, at any rate pending the consideration ol 
customs umon by a study group 
Mr Marshall’s suggestion that it was for Europe to take t 
initiative was seized on wth commendable promptitude 
Ml Bevm, who flew to Pans on June 17th to sound theFren 
government, and together mfh M Bidault issued an mvitati' 
next day to M Molotov, who met them m Paris cm June 271 
Beginning m a conaliatory spint M Molotov sudder 
changed bis mitudc, presumably on orders from Masco 
and made it plain that Russia would have nothing to do wi 
any concerted plan that went beyond a mere “shopping lis 
on the ground that it wouid be an "mAmgcmem of nation 
sovereignty” On July 2nd he left the Conference, ivamii 
the British and French governments that their plan, if pe 
sisted m, would divide Europe The Soviet satellites were fc 
bidden to take part and this veto was even extended 
Czechoslovakia ivhich had ongmally accepted and which w 
an active participant in the Geneva discussions This enc 
mously simplified the despatch of business, and the Gonfereni 
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m a very few days agreed upon the appointment of an expert 
cemnuttee representing sixteen imuons which, under the 
chaimanship of Sir Oliver Franks, set to work early m July 
By September loth a draft report was ready But Mr 
Clayton and hw American coBeagaej felt not only that it 
asked for far too much, but that it was not calculated to make 
sufficient appeal to the imagination of the American public 
and, m particular, that it was stiH too much of a shopping list 
and did not indicate a sufficiently active interest m ffic ideal 
of European unification So the Committee set to work again 
and 1 urnedly dished up a revised version Thu was made 
public on September 22nd and Mr Clayton, taking good 
care not to commit Congress, gave it a modest measure of 
personal approval The Rqiort (sec Appendix G) was, 
inevitably, still m the main a lot of requiremenu’ Far 
reaching measures of organic reconstruction of the European 
economy could obviously not be seriously mniated m the time 
available, or by experts, and without raising profound issuei 
cf political relationships Nor could they, m fact, have made 
any great contribution (0 the next four years, the period for 
which American help is most urgently needed 
The operative part of the Report begins with the targeU 
of extra production which the nations of Western Europe, 
including Bntain, are to aim at attaining over the next four 
years Of these the first and most essential arc in the domain 
of food production Here the objectives staled arc the restora* 
tion of pre-war cereal production a large increase over pre- 
war in sugar and potatoes, some increase in fats and such 
expansion cf livestock as feeding stuffs supplies will allow 
Next comes coal, the target for which is set at 584 mdlion tons, 

1 c 145 million tom above the 1947 output and 32 null on 
tons above 1938 The United Kingdom output is fixed at 
A^pxQjil)£io icffltf }£• 

output, but only 18 million tons above 1938 Of this Britain 
hopes to export 6 nulhon tons in 1948 and 29 million tons in 
1951 Electricity output is to be macased 40 per cent above 
1947, and an international plan for six hydro electric plants m 
the Alps, two lignite plants in Germany and one geothermal 
plant m Iiah are to be exammed Steel output is to be raised 
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from 30 3 million tons m 1 947 to 55 4nulIion tons, as compared 
witli 45 5 in 1938 and 54 7 m tbe best prc wit year Of this 
total Britain is to contribute 15 million tons as against 12 7 
in 1947 and the Anglo Amcncan zone of Germany 10 millions, 
as against 17 8 m 1938 and 2 8 m the present year Inland 
transport is to be expanded to cany a 25 per cent greater 
load tJian m 1938 and merchant shipping is to be restored to 
prc war level 

So fir as internal financial and monetary stability is con 
cerned, a point on which the Urated States had laid great 
stress, the Report in Appendix C, dealt with the need for 
greater transferability of currencies For the rest it only says 
that all the Governments concerned were pledged to achieve 
stability, but that the painful process of checking inflation 
would be greatly assisted by the injection of external re- 
sources", and esuraated that something like $3 000 millions 
would be required to meet the situation What the Report 
could hardly have been expected to say was that the com 
bmation m most European countnes of a Socialist economy 
of open or concealed inflation, combined with a regime of 
controls ineffective to counteract its consequences, has itself 
been a cause of stagnation and frustrat on and a senous factor 
m retarding the recovery of productive power 

When it came to co operation the Report could only s’vy 
that the Governments concerned pledged themsehes to 
abolish, as soon as possible, abnormal restnctions on trade and 
to aim at a sound and balanced multilateral trading 
system , both steps depending laigely on Europe s ability to 
sell to the American continent A study group had been 
formed to consider a ‘ customs umon to be achieved by 
progressive stages^ over a penod of years Meanwhile 
France and Italy had declared dierr rcarfracss to negotiate 
customs unions with nations capable of being combined with 
the French economy m such a way as to make a stable unit’ , 
while Greece and Turkey also undertook to consider a 
regional customs union between their two ‘ neighbounng and 

1 This svould hardly be possible under the sinct lunttatioru on the 
formation of customs unions laid dovm tn Article 42 of tlic Ueneva Dnft 
Report {seepage 158) 



friendly countries But there ivas no suggestion of the 
creation of a supemational reconstruction agency or of a 
single dollar pool AH that the sixteen nations were prepared 
—under strong American pressure— to declare thwnsehes 
ready to do was to set up by mutual agreement ^ temporary 
mtcmational agency to review progress and make pen- 
od cal reports on the extent to which the progTaitjmc is being 
realised As practical instalments, however, of to operative 
effort the Report listed the international scheme for the 
expansion of clectnc power, a European freight Car pool, the 
standardisat on of types of equipment and the {^change of 
information on steel programmes 
In contrast with this unavoidably meagre instalment 
of European co operation was the size of the shopping 
list and of the dollars reqiurcd lo meet it Originally 
estimated at $29000 million it was finally reduced to 
$22,440 imlhons, largely by bnngmg into the picture an 
expected European export drive to the American continent 
Including $3 130 mill ons to be financed by the Internal onal 
Bank, this left $ 19, 130 millions to be met by Congress over four 
years $7 120 rrallionsofit in the first year and $ a, Boo millions 


realised As the required imports are from the whole Western 
Hemisphere it means that Congress would, m fact, be expected 
to finance nearly $6 000 m Uions of European loiports from 
Canada and South America 

Consideration of these vast proposals was taken up by the 
United States Administration and by commutecs of Congress 
with remarkable promptitude and in a broad and generous 
spint which has regarded Europe s escape from sheer 
economic disaster as both an economic and a political 
interest of the United States Coi^ress was convened to 
meet on November lyih in intenm session and the Repub 
bean majority mtimatcd that they would leave the field clear 
for the Administration s proposab for aid to Europe to have 
priority Meanwhile the Hcjler Congress onal Committee, 
embodying the conclusions of the la^e number of members 
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of Congress ivho have recend/ visjted Europe, 
recommended that aid was necessary The Nourse Com- 
mittee, appointed by the President, reported that aid on 
the hind of scale envnsaged was within the economic capa- 
cit) of tlie United States On November gth the Hamman 
Committee issued its report on the proposals of the Pans 
Committee— a piece of tvork no less promptly and ex- 
haustively carried out than that report itself The Ifamman 
Report frankly started byjustify ing thcsubstantial burdens that 
European aid would invoke by emphasising the strategic 
and political, as well as the economic interest of the United 
States in mamlainmg the democratic tradition and concept 
in Europe and m not allowing it to fell through misery and 
chaos into Communist hands It made clear, liowevcr, that 
aid should not be conditional on the political methods 
followed by European countries so long as they are consistent 
tvith basic democratic principles , but only on a real effort 
at self-help It stressed the urgent need for combatmginflation 
and so securing the monetaiy stabilit) essential to the 
resumption of normal industrial activity, and suggested the 
desirability of some exchange revaluation In this same 
connexion it concluded that the Pans estimates for capital 
expansion tvcrc ‘ not whoUy realistic ' and were beyond 
what could be prudent!) afforded at the moment 
On the basts of these ^ncral considerations the Report 
suggested that a total of somewhere between $12,000 
millions and $17,000 millions, according to the availability 
of supplies and the level of pnees, might be required 
over four )'cars from the United States Treasur), but it 
considered that the whole question would have to be considered 
from year to year For the calendar year 1948 it estimated 
the figure required at $5,750 millions, as against the Pans 
request for $7,250 millions It assumed, however, that larger 
amounts than those in the Pans report might be secured from 
the'Interaationai Bank (whose cipital it suggested, sliould 
be enlarged by the United States) and from pnvate finance 
It'also added that, while, mits own interest, the United States 
would probably have to supply funds to cover part of the 
European deficit with other Araencan countnes it should 



THE AWAKENING 


170 

not have to finance it in full Three methods of financing 
were suggested Food, fuel and fertiliser—'in the first year 
three-fifth of the whole prograinn»~should be provided by 
grants m aid except for countnes able to pay, Raw material, 
and agncultural machinery should be financed by a new 
diversion of the Export-Import Bank. Industrial equipment 
should be furnished throu^ the International Bank The 
local currencies thus secured by the governments concerned 
from their citizens should, in the case of grants in aid, be 
devoted to anti-inflationary or pri^uclivc purposes; in the 
case of raw materials set aside and used later to buy strategic 
raw materials for stockpihr^ in the United States A ricw 
independent governmcnla! airporation should be set up with 
a chief representative in Europe to deal with a continuing 
committee to be set up by (he countries participating m the 
scheme 

On November 10th Mr Marshall presented hii own 
statement to a joint session of the foreign affairs committees 
of both Houses His figures, based on the same data as those 
used by the Hamman Commute, but worked out inde- 
pendently, were somewhat higher for the four years viz , 
$16, 000-520,000 millions, but he equally deprecated any 
attempt at any appropnation ahead Hu immediate estimate 
was based, fint on a sum of $597 millions to keep France, 
Italy and Austria going to the end of March Secondly on a 
sum of $1,500 millions for Europe as a whole for the three 
months from April 1st to June 30th, J94B, and a further 
56,000 millions for the United Sutts fiscal year beginning 
on July ist, 1948 This is very much the same figure as that 
of the Hamman Report, but earned forward another three 
months The local currencies seeuwd under the emergency 
aid to be deposited in a special fund to be used for such 
purposes as may be agreed between the United States and the 
recipient country— a provision which, it is understood, is also 
to be included in the longer term programme As regaids 
admimstration Mr hfarshall insisted on the utmost flexibihiy, 
on making use of existing Government agencies and on the 
appointment of a special representative to handle things at 
the European end 


THE MARSHALL IHJTIATIVS 

Details of the aid to be given, whether by grant or by 
loan, are, apparent!) , to be negotiated in a senes of bilateral 
agreements wth the counfnes concerned and not through 
die joint orgamsation created m Pans There is no question 
of handing out doliars to each Government to use as it thinks 
best Those wlio «iccept Amencan help will have to give 
satisfactor) undertakings as to then- financial and monetary 
policy and ‘ other methods’ of stabilising costs and pnees 
They are apparently also to be expected to co operate m 
reducing trade barriers If this means i further damping 
doivn on all concerned of the pobey of non discnnunation 
and of the terms of the Gencia Report it is bound to run 
counter to the whole conception of a Europe learning to 
rely on its own resources and to convert aid to recover) into 
a jDfJo cnDtimiaacc 0/ /ehef The m3] ter js jiow m the hasds 
of Congress which, however sympathetic to the general 
purpose of the Administration, is entirely independent and 
IS bound to be influenced by many internal political and 
economic considerations, not all of them necessarily iclcvant 
to the merits of the case The amounts asked for are colossal, 
even by American standards, and are bound to involve 
sacnfices both by taxpayers and consumers even if they also 
contribute to the momentum of the Amcncan export drive 
The danger, indeed, to the ivholc pnee situation led President 
Truman on November 17th to ask for drastic measures 
laigely reversing recent decontrol and derationing 

The strongest influence, indeed, with Congress, may be 
the fear of a starving Europe turning Communist coupled 
w^£h the appeal which human suffering always makes to the 
generous heart of the Amcncan pubhc It is this last influence, 
indeed, which, m view of imminent collapse in France, Italy 
and Austna, will, no doubt, secure a prompt granting of the 
proposed measure of immediate rdief without prejudice to 
a more searching scrutiny of the major proposals of the 
Report Britain, in view of the fact that we still have a 
substantial gold reserve, is obviously not to participate in 
any emergency assistance, excqit to the extent that the last 
^roo iraJlions of the Loan has now been unfrozen by mutual 
agreement, and that the United States will be Caking over 
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our nnjor economic liability for feeding and supplying 
Gcmany 

Mcanwhlc the Marshal! initiative has opened up much 
wider issues than those imoKed in immediate assistance to 
Europe There is, to beg n with, the question, discussed m 
Appendix B of the extent to whidi German industrial recovery 
js to be encouraged, as a contribution to the European 
economy as a whole without reviving the danger of renctved 
German aggression Here the Paris Report could only make 
tentative suggestions Even the 10 million tom steel target fur 
Germany— little more than half her pre war production— was 
suggested subject to subsequent deemon by the Counal of 
Foreign Ministers On this point the Hamman Report comes 
down definitely in favour of greater assistance to Germany 
eropl asistng that the revival of the Ruhr coal output 1$ the 
crux of the problem of getting Western Europe back on its 
feet Nor could the Pans Report deal adequately with the 
problem of the relation of Enstern to \Vcslcrn Europe 
beyond assuming that by 1951 Western Europe would draw 
as many cereals frorn Eastern Europe as before the war 
Europe west of Ross a « essentially an economic unit m which 
the agncultural surplus of the eastern half naturally balances 
the mdustnal surplus of the western half But it is almost 
certain that the Ama-ican pdicy of attempting to force 
Western Europe into its own pattern will increase the deter, 
mination of the Communist leaders concerned to incorporate 
all the territory sviihm the iron curtain more closely m the 
Russ an system and to reduce exports to svhat is essential to 
secunng such capital equipment as Russia is unable to suppl) 
for herself or for her satellites 

Even more important, so far as we arc concerned, u ll c 
issue of our respective positions as a European nation and as a 
member of the Bnush Clommonwealth That sve should ha\e 
taken the initiative in convening the Western European 
nations and participated n the subsequent decisions was as 
right as It was inevitable But our cconom c position differs 
very considerably from that of the continental nations Our 
normal trade sviih ^Vcstcm Europe is largely competitive m 
manufactures or an exchange of non essentials From the 
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point of View of the trade Mhich sustains our mdustncs and 
feeds our population with the purchase of essential food stuffs 
and TRW matenals by the export of manufactures its real 
importance is notlnng like that 25 per cent of our trade to 
^\hich Mr Bevin alluded as ruling out our inclusion ui a 
European customs union as an adequate solution of our prob- 
lem Trade with the rest of the Commonwealth and Empire 
js, on the other liand, to the extent of 80 per cent and more, 
essentially complementary and of infinitely greater importance 
to us, both in the present immcdnte cnsis and still more in 
the future, m so far as wc arc dealing with countries still 
susceptible of almost mdefinne development 
The dilemma of choosing between an Empire and a Euro 
pean policy is, m fact an entirely unreal one It only arises 
from the American veto on all economic co operation that 
does not go to die kngdi of an actual customs union, and 
even on any approach to such a union b} progressive stages 
Customs umons arc, as I have already pointed out, extremely 
difficult to bang about on any wide scale apart from a corres- 
ponding political federation In any case they arc mutually 
exclusive Wc could only enter a EuTopcan customs union at 
the cost of STcnficing the prospect of the far more important 
development of Empire co operation On the other hand, a 
s) stem of preferences or pnontics is m no sense exclusive 
Canada is part of the British preferential system Bui she has 
also developed— some may think to a dangerously un- 
balanced extent— her virtiially preferential aitangcments 
with the United States Britain could always develop special 
airangements Midi her European neighboiin., wliether as 
second preferences or m regard to special lines of trade, 
without prejudice to a pohey of Empire development So, 
.tbe nf Ea-ucru fairtvno unight jircsently join in 

a European preferential group without prejudice to their 
still enjojing special trade rdations with Russia 
These considerations would appear to have dawned by 
degrefes upon the Bnlish Government and to have increasingly 
created misgivings in fhcir mmd as to the wisdom of the 
policy to which they had committed themselves m accepting 
tlie Loan and winch they had continued to support at Geneva 
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The first public intimation of this vas given by Mr Harold 
Wilson, then Secretary of Overseas Trade, at the closing 
session of the Geneva Conference on the Trade Charter In 
effect he poured cold tvatcr on the whole scheme, relegating 
Its fulfilment to an uncertain future Meanwhile the Bntish 
Government would find it “necessary and desirable to have 
even closer economic coKipcration with the other countries of 
the Commonwealth**, and would have to “malce agreements 
with particular countnes *’ If these methods '• might appear 
to be opposed to the principles and methods of the draft 
charter ’ this was, however, only to ‘ meet short term and 
urgent problems’ and was not intended “to establish per- 
manently artificial channels of trade which would m the long 
run defeat the principles of the charter '* 

A few days later, on Sqncmbcr 4th, Mr Bcvin. addressing 
the Trade Union Conference at Southport, confessed that his 
reluctant acceptance of the Amcncan Loan conditions had 
been a mistake After dismissing a European customs union 
as a solution of our problems he went on, speaking “very 
senously and purely on my own responsibility and not for 
the Cabinet”, to urge the inaaguraucm of a second study, 
that of ‘ the possibdity of a customs union for the Bntish 
CommonweaUh and Empire’ and to express the hope that 
the "CommonweaUh and ctmmly the Empire” would agree 
upon that possibility Whether Mr Bevin used the expression 
customs umon designedly, m order to avoid premature con- 
troveny with the United States, or merely in ignorance of all 
the practical difficulties mvolved even in relation to the 
Colonial Empire, is not clear ' Such initial misunderstanding 
as the phrase created m the Domuuons is not likely to preclude 
a serious esaimnation of the whole problem of co-operation 
if the Bntish Government really meant business 

Mr Bevin’s imtiative would seem to have been tentatively 
endorsed by the Cabirvct, for on September 17th Sir Stafford 

'Out colonial s^sicRj u&liie the French or American has always 
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Cnpps, after dismissing multilateral trade on Geneva lines to 
an uncertain future and asserting ‘the necessity of bilateralism 
and a reliance on stcrbng’ m the interval, went on to touch 
in the following terms on the question of an Empire customs 
union 


“It has been suggested that the best thmg ^vo^ld be to 
bnng about a strong Bntish Customs union of ourselves, 
the rest of the Commonwealth, and the Colonies This 
miglit have many advantages, but it is an accomplishment 
fraught tvith difficulties and it must labe time to explore 
Its possibilities That exploration is being underfalcen now, 
but in the meantime we cannot completely alter our special 
economic relationship with the rest of the Commonwealth 
and Empire, which might in itself prove to be a step m the 
direction of a closer Customs Union ‘ 

In the same speech, with obvious reference to the deadlock 
over the tariff discussions, he had said that ‘no one can ex- 
pect an} spectacular reductions of tanffs and preferences at 
this particular time” He did not explain how the existing 
prcfcrenual arrangements, cut down still further by the Gen- 
eva negotiations, could prove a step in the direction of a closer 
customs union Nor did so ‘lacing both tvays a statement 
get over the fundamental difficulty that a pobey of Empire 
co-operation and development can only succeed if it is con- 
ceived as a permanent policy The provision of public capital 
for the opening up of nciv lands, for raiJwa)'s and imgation 
works, of private capital for the equipment of new agncultural 
or mining enterprises and the redistribution of manpower by 
jomtiy sponsored migration schemes, arc only possible on a 
lon g term basis There uiU be httJc business doing with the 
Dominions if they are to be told that we only want to make use 
of them as a temporary makeshift 
It IS difficult to resist the conclusion that our rulers do not 
know where they stand or in what direction they mean to go 
They are at present trying to straddle between an Empire 
pohey which they would like to carry out and the American 
policy to which they committed thanselves two years ago, 
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to which they have since helped to give more detailed shape 
at Geneva and which they arc now bound at least to pretend 
to endorse at Havana But the two policies are directly 
opposed The American policy is calculated both to make 
all recovery impossible for us and to reduce the British 
Empire to economic and political dependence on the United 
Slates There is no way out of our difhculties except by a 
direct assertion of our determination to pursue our own 
policy as a country and as an Empire Wc have done our best 
to fulfil our pledges in connexion with the Loan, and arc now 
entitled to make it clear that, while wc shall, at whatever cost, 
repay the Loan itself, the conditions so unfairly tied to it, and 
so foolishly accepted, are imfulfillabic 
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TIIE ;vA’k OUT 


Hou c\N Hc sa\c ourselves^ B} cmcrgcnc) measures 
can \sc keep our heads abo\c uitcrand escape near sum’s tion 
and mass uncmploj-ment over tlic next tuo or three gears’ B) 
what long term po!ic> can uc reverse the long continued 
downward trend of our competitive position mamtiin and 
evcntualK raise oui present stnndnrd of living niid restore 
thcvalality and volume of our mtional production’ 

Failure to find the nght vm> out of the crisis menns that nc 
shall incvnnbh sink down to the level of n second class econo* 
nuc power vMth a population reduced b) miss cmignlion nnd 
miscr> With that decline would vanish our position not oniy 
as a world power, but as die leading partner m the Common 
wealth whose mcmiicrs would mcviiablv gnvitnc elsewhere 
On the other hand if we do now find the nghl w ly out—and 
It IS there if we wall but take it— there is no reason why this 


old but still at heart ever young country should not take on a 
new and increasingly prosperous lease oflifc or win the British 
Commonwealth and Empire, developed and strengthened by 
effective free co operation should not again assert its rightful 
leadership in tlic world 

One thing at least is certain We cannot solve either our 
short term or our long term problem without a stnking m 
crease m our general productive efficiency Unless we can 
produce enough of the goods which the world wants of good 
quality and at reasonable prices no amount of direcuon of 
labour and matcnals to the cKpoiting industnes v all secure 
our immediate urgent requirements Nor can we up 
assured markets for the future m the Empire or ^ 
by mutual cooperation and negotiation un ess we c 
give value commensurate with the value of e goo s 
ceive This is not a theme which I can develop m a book 
primanly devoted to the issues of public policy n g 
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say that f we are lacking in cffiaency to day m many directions 
It IS not for want of scientific ot technical ability m our man 
agenal class or for want of indwtnal skill on the part of our 
manual workers The country that could perfect Radar, plan 
and execute Mulberry and Huto invent the jet plane and the 
Bailey Bridge, is not lacking c ther jn imaginative vision or 
pract cal capacity Nor has Bntish craftsmanship failed m any 
of the tasb called for by the needs of war production 
What seems to be laebng is prcosdy that sense of national 
emergency which the war evoked The doctrme of short 
sighted immediate self interest first preached m the interest 
of the capitalist employer and then, by reaction, m that of 
the employed class, is t<hday proving as destructive of the very 
means of our existence as a nation as it once threatened all 
human values m the lives of the masses of our people Only a 
new spirit, the spirit of co-operation, st rred by a sense of a 
common danger and a commori hope, will give to employers 
a true and sympathetic understanding of the needs and out 
look of the r workers and to those workers an interest m the 
social and national value of their work There can he no more 
foolish or disastrous notion than that only those who work m 
a state owned industry are working for the nation Everyone 
who does good work in whatever apacity, « a public servant. 
Everyone who docs bad work whoever his employer, u a 
profiteer at the public expense 
To return to the field of national policy As I have pointed 
out earler, such efforts as the Government have made to 
stimulate the export trade in order to enable us to pay our 
way when the loan ran out were directly negatived by their 
financial and social policy in other directions Nor is there 
anything to suggest that this incoherence in our affairs ivould 
not have continued up to the very eve of the borrowed dollars 
being exhausted, whatever the date Be that as it may, the 
runmng out of the Loan seems to have taken Mmisters com 
pktely by surpnse and with no policy worked out m anticip- 
ation of a situation which was dearly bound to come in 1948 
if not m 1 947 As late as the bcgmmng of July 1947 both hlr 
Dalton and Mr Morrison deprecated any idea of a cut m the 
total import programme By Ai^ust 6th, however, some 
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action to cope with the imminent cnsis could no longer be 
evaded On that day Mr Attlee announced the first eaier 
gcncy programme 

The most important item m the programme ivas to be an 
extra half hours worJe a day hy coal miners in the hope of 
Securing a iveekly output 0/4000000 tons for the next six 
months Agreement on this was reached betiveen the Coal 
Board and the miners by the end of September on a flexible 
basis alloiving for local conditions and preferences Since 
then the mmiraiim weekly wage has teen raised by 155’ for 
underground workers and lOJ for surface workers, involving 
another 6 d a ton on the pnee More important and 
hopeful, production in the first wtdr of November reached 
4 250,000 tons The target for agriculture was to rise by an 
extra ,^100 miflions of food, le back to the 1945 level by 
1951 The steel taiget for 1948 was set at 14 million tons— 
a figure whicll tlicrc is every prospect of bong reached by an 
industry tvhich, according to Sir S Cnpps, is doing a 
magnificent job The general oqjort target of 160 per 
cent of 1938 was postponed from the middle to the end of 
1948 There was to be a cut of millions a year m food 
purchases from hard currency countnes a 75 per cent cut 
in the remittances on foreign /ilras and a cut of £10 millions 
m imported timber The motorists basic petrol ration was 
to be reduced by 33|- per cent It was subsequently 
abolished altogether and then m large part restored owing 
to the inevitable necessity of making all sorts of exceptions 
The allowance for travel outside the sterling area i\as cut 
down to £'i:i and shortly afterwards abohshed altogether 
Twenty millions were to be saved by reductions m the services 
This has smee been humcdlymcrcased to £\qo miUions with 
iittlc serious consideration rt js to be feared, of our defence 
needs, or for the position of the Dominions A Bill was rushed 
through Farhamcnt professedly extending the purposes of 
existing legislation permitting of the direction of labour 
On September 12th, Sir Stafford Cnpps followed up this 
programme of retrenchment pomting out that if it saved 
£21^ milhons out of a defiat of ,^0 milbons there remamed 
a gap of ;^372 millions to be dosed by mcrcased exports 
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of ;^300 miihons in the investment rate/ the 260,000 per- 
manent houses now under oimtruction and 80,000 alread) 
contracted for to be completed, leaving budding to balance 
at a rate of 140,000 a year by the middle of 1949 

In September the Minister of Labour issued a Control of 
Engagements Order under the new Act to come into force m 
October Under u employers must obtain their labour, and 
worl ers their employment, throi^h n Ministry of Labour 
Office or an approved employment agency The Order is 
thus, m effect, one for the direction of those seeking or directed 
to seek, employment for the first time or temporarily unem- 
ployed It applies to all men between 18 and 50 and women 
between 18 and 40, always excepting tliosc employed in a 
managerial or professional, adnumstrativc or executive 
capacity and mothers witli children under 15 living ivith them 
It was explained tliat it was intended to apply the Order 
considerately Employment ivilf be offcied, so far as pos- 
sible, ivithin daily travelling distance, and men with family 
lesponsihilities, if directed away from home, will receive cost 
of living allowances Tlierc will be a right of appeal to a 
local appeal board against any decision to direct a worker 
Persons directed to an industry who object to joining the 
appropriate trade union or whose refusal to join might give 
rise to an indusliial dispute are to be directed elsewhere, a 
provision facilitating almost indefinite delay or evasion A 
furthci Order was issued on November rrth, for the registra- 
tion of all unemployed persons within the ambit of the first 
Older, and for street traders and the employees of betting 
and gambling pools and night clubs The object of this order 
IS to catch the idle unemployed, gambling touts, black 
marketeers and other such ‘ eels and butterflies ’ 

It is difficult to believe that powers of such bmited scope 
will make any very appreaable effect on the situation Even 
more drastic powers of direction may fall far short of what, 

> In a White Paper usued on December ist the ,{^200 millions is reduced 
to £180 millions lenvmg a total capital mvestraent for 1948 of ,£1,420 
nuilions, tins figure to be subsequendy reduced to £1,320 millions This 
includes a reduction in the provision fw Plant, Machinery and Vehicles 
from amid 1947 ratcol £610 millions to £525 millions, in itself a serious 
set bacl: to recovery 
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Towards this future Sir S Cnpps has already proposed the 
cut of ^300 miilions a year m capital investment referred to 
above On November i2th Mr Dalton introduced a 
supplementary Budget embodying a doubling of tlie profits 
tax to 25 per cent on distnbutcd and lo per cent on undis- 
tributed profits, fairly substantial increases in existing purchase 
taxes, an increase of id a pint on beer and heavier increases 
on other alcoholic liquors, and a ten per cent tax on football 
pool stakes and totahsator bets on dog tracks These, 
together with the discontinuance of the subsidies on leather, 
cotton and wool, now costing ;^a2 millions, are to bring m 
;^2 o 8 millions m a full year and ^^48 millions for the reraaimng 
four and a half months of the financial year These timid 
half measures are obviously quite inadequate to cope with a 
situation whicli needs— and may now find— a Chancellor 
of the Exchequer as fciricss of unpopularity as Philip Snowden 
Tor to be of any cfiect they must be directed against the ttvo 
main sources of inflation, the expenditure of the great mass 
of the population and the eiqwnditurc of the Government 
Itself on non-productive projects and non-productivc per- 
sonnel Pending such funlicr measures as Sir S Cnpps, 
who has just succeeded Mr Dalton, may be in a position to 
put forward, one can but suggest the more obvious steps that 
should be taken 

To begin wth Government expenditure There has been 
no indication, so far, of that complete recasting of our military 
system which conscnpfion has made possible as between a 
highly expert mechanised and airborne career service 
oversea Aroy and a short-service militia only intended for 
expansion m a great emergency The use of immature boys 
for gamson and occupation purposes is as inefficient for its 
xrttrneiinii'e iSSiCiS i5if iSTiSWijj' aoid imvpwm’’ 

There should be room for really substantial economies without 
prejudice to the maintenance of an effective system of Im- 
perial Defence co-ordinated with our partners m the Com- 
monwealth The vastly sivoUen army of civil servants^ should 
ijn igag there were 408,000 non industna! cml servants as against 

1.01 1.000 to day and 846,000 m I ocal GovemmEnt service as against 

1.047.000 today a diversion (rf’ wane 800000 persons from productive 
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be capable of a corresponding reduction, largely by the eli- 
mination of all but the most indispensable controb and by 
allowing the stimulating forces ofdemand and supply to replace 
the paralysing influence of endless bureaucratic correspon 
dcncc and the fear, or evasion, of innumerable regulations 
The whole Government and municipal programme of public 
works and buildings, however desirable m itself, should be 
severely pruned for the time being 
One of the most senous mflanonary items in the Government 
expenditure are the £333 millions spent on indiscriminate 
subsidies on food which Mr Dalton refused to touch There 
may ueJl be a case, with rising prices, for matching their 
progressive drastic reduction by special increases in respect 
of family allowances, old age pensions and unemployment 
benefit But over a lai|[C part of the field these subsidies 
arc in effect subsidies to every kind of unessential expenditure 
and a direct diversion of the national energies from the vital 
business of paying our way in the world It is, of counc, the 
subsidising of consumption, as such, which is inflationary 
The subsidising of production, on the contrary, 15 counter 
inflationary if the increased production exceeds the amount of 
the subsidy It may well be found necessary to give much 
more substantial help by way of subsidy to the production 
of home-grown foods thin the millions {out of the total 
of ^392 millions of food subsidies) at present allocated to 
that purpose Such subsidy might, indeed, even be justified 
m the case of food imported as part of a trade agreement, 
with the Dominions or with foreign countries, where payment 
was assured m terms of Bntish exports 
The next obvious chedt to inflation and disincentive to 
unessential production is to be found m heavy indirect taxa 
tion In 1946 " Icohol and 

tobacco alone wanccs for 

heavier taxatic , of 25 per 

cent in the consumption of beer and over 30 per cent m the 
consumption of tobacco— the latter now somewhat reduced 
Expenditure on entertainment has gone up 1 79 per cent since 
the war The sums spent on football pools and gambling 
are cnormom There cannot he much less than 200,000 
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persons engaged whole tnne m the gamljlmg industry In 
al] these fields it is e^entii] to retrench, at the very least, to 
pre-war figures But, over and above these eieraentary 
luxuries, the net of indirect taxation by w ay of purchase tax 
ivill bat e to be spread more widely if the necessary result is to 
be obtained In all these respects Mr Dalton’s measures still 
fall far short of the mark The prospect may not be pleasant, 
but It IS better than starvation 
In an interesting pamphlet Design for Survival Mr Peter 
Thorncycroft and L^y Rhys ^VlIIla^lS have drawn up a 
sketch Budget, including a net reduction of millions and 
an increased revenue from indiicct taxation of ^150 millions, 
very much on the lines si^gcsted above Taking their courage 
m their hands they have also suggested a simultaneous re- 
duction of the standard rate of income tax to 6 j 8 d That 
the present rate of direct taxation severely discourages both 
effort and saving can hardly be doubted It is not only the 
worker who doubts whether it is worth while doing another 
sovereign’s worth for eleven shillings The tendency of the 
professional man to case off when the extra sovereign only 
brings m two or three shillings is becoming increasingly 
marked As for saving, with interest at 2’ per cent and no 
surtax, ^100 saved brings in only 27^ 6 d income for the small 
man For the surtax payer who pays up to four-fifths of his 
income ^100 earned would leave £20 to be invested which, 
even at the standard rate and without reserve for death duties, 
would give him an income of y 6</ a year There is little in- 
ducement there for either type of earner to save rather than 
to spend or speculate The very disquieting falling off in the 
National Savings Movement figures would seem to confirm 
this criticism Direct taxation undoubtedly will have to lie 
reduced But at this moment the inflationary gap is so wide 
that It would seem better to ease the burden where it is most 
felt, 1 e , by the man with a fiumly, by a sulistantial increase in 
the married and children s allowances 
The existing system of income tax, as applied to the weekly 
worker thiough the P A Y C system, must surely have been 
invented m Laputa Under this the lax is payalile on the year 
but deducted ])y the week while a continuous running account 
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has to be kept up involving rchinds when the man is uncm 
ployed or on strike, a system bewildering to the man and m> 
volving endless waste of dencal work for the employer 
Surely it would be only common seme to tax the wteUy wage- 
earner by the week on the week s earnings with a minimum of, 
say, two pounds untaxed and a sliding scale nsing with each 
pound earned above the minimum Mamed and children’s 
allowances could then be paid direct through the Post OfTice 
The saving m annoyance and misunderstanding would of 
Itself be a substantial conlnbution to better relations in the 
factory and to increased output 
No measuTts to counteract wflatKin or to divert manpower 
and materials to essential purposes can succeed if they are to 
be at once defeated by demands for increases in wages other, 
of course, than maeascs resulting from additional production 
On this point the Government would seem to have surrendered 
uncondit onally to the Trade Umon Council, and matters are 
to be left entirely to the free play of the opposing mtercitt 
concerned even, apparently, m the case of nationalised m* 
dustties where one of these Interests is the Government itself 
Such a policy, or absence of policy, can only add greatly to 
the difficulties inherent m any planned direction of labour tm 
a large scale For it will not be easy to compel men to leave 
a well paid employment for one less well paid 
While both inducement and direct allocation of materials 
and transfer of labour will be necessary in order to concen- 
trate the national productive effort on cicports m the present 
emergency, it is essential to remember that u is only induce- 
raent that can be appbed at the other end We can allocate 
material to certain industries and compel workers to go to 
them We can only induce forci^ purchasers to take ihcir 
products What is more, unless the inducement at the other 
end coincides in its effect svilh the duection and allocation 
at this end the bottlenecks and waste of effort will be far worse 
than if We had no planned policy at all The obvious induce- 
ments are price and quality To lower the quality of our 
exports would be a fatal error But quality alone without 
reasonably compctiUvc pnee can never secure the rcquis tc 
total volume of trade Nor will cither quality or price suffice 
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to secure the markets which tve must have unless the pur- 
chasers cm pay for them by their exports 
At this point our immediate cmci^ency measures inevitably 
raise tlic issue of permanent pobey It will be clear from the 
survey of the progressive dctenoration of our export position 
in earlier ciiapters that our competitive strengtli in terms of 
price IS very different from what it was in the last century 
There is undoubtedly great room for improvement in methods , 
for better la) out m our factories, more payment by results, a 
more active spint of co operation between both sides in indus- 
try, more adaptable and enterprising salesmanship But, 
given all that, we shall stdl be relatively high cost producers 
Even when the highest technical efficiency is secured our high 
wage standards and the tremendous overheads of our national, 
municipal and social services taxation constituting m effect 
a iicavy veiled excise on British production, ivill leave us 
at a disadvantage compared wiffi equally wcll-cquippcd 
competitor working on lower standards, or with the surplus 
of Amenca’s immense mass production That iwll not prevent 
certain types of British goods alwa)s finding their market in 
virtue of then quality But that is not cnougli Only a sufficient 
total volume of exports will enable us to sustain the existence 
of our precanously balanced economic life 
But that very unbalance, togctlicr with our high standard of 
Imng, makes this country the world’s finest import market 
Ijotli for raw matenak and for foodstuffs That is a wondciful 
bargaining asset, if wc arc free to make use of it For it enables 
us to give to oilter countries an assured market for their 
produce m return for fhcir assuring a market for our exports, 
in other words taking payment in our goods rather tlian m 
currency to be spent elsewhere No such assurance, as regards 
either pnee or duration, is possible under the system of 
promiscuous non discnminatory puce competition winch the 
United States are trying to force upon w and upon the world 
By accepting that system we throw away our one trump card 
There can be no real recovery unless retain it One way or 
another we must make it clear to the United States that the 
commitments which we rashly undertook in connexion with 
the Loan and hive again in Jai^ measure endowed it Geneva 
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are unfulfillable Wc shall, m foct, very soon find ourselves 
back at a postion m which wc shall be compelled to 
jettison all mid Victorian conceptions of holding our own on 
the basis of mere price competition and to revert to thehistonc 
policy of national power and pohey economics by which our 
prosperity was onginally built up Whether we actually con 
duct our trade through individuals or through the state we 
shall only be able to keep in citistence by unreservedly using 
the controlling and bargaining power of the state in order 
to protect our standard of life and pay our way m the world 

Such a policy can, no doubt, be earned out by direct 
stale action The state can set up import and export agencies 
and control the whole of our external trade With this power 
in its hand it can make bargains and long term contracts with 
other states ft can afso regufateour trade by fixed import and 
export quotas and by discnmmatory control of the foreign 
exchanges All these methods involve the risk of heavy 
national losses through miscalculation as well as of inter* 
national friction Above all they mean that all economic 
activity 13 subject to bureaucratic control, that nothing can be 
done Without the paralysing delay of waiting for permits 
and licences, and without the nsk of favouritism and corrup- 
tion All the same, unless a better alternative u put forward 
and preached with conviction and v gour, that is the course 
to winch this country will inevitably be dnven Socialism is 
preferable to starvation 

The alternative to direct stale action is to be found in 
indirect guidance and control through inducements and dis 
couragements of a general character The most typical forms 
of such indirect guidance arc import duties and export 
bounties affecting cxtcmal trade, excise duties and purchase 
taxes aimed at restnetmg domestic consumption The great 
ment of this method is its flcxibibty Duties or subsidies can 
be raised or lowered to the point at which the desired result 
IS achieved They can be vaned as between different countries 
of origin or dcst nation, whether within the Emp re or outside, 
once we get nd of non discnmination They involve the 
nunimum of bureaucratic machinery Above all they 
still leave to the individiial complete freedom of action 
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A duty, for instanccj b simply one of the factors which a 
purchaser lakes into account In nine cases out often it may 
turn his purchase in the nationally desired direction In the 
tenth there may be very good individual reasons for his buying 
the dutiable article and he can do so at once and without 
asking for anybody’s permission The method, m fact, is one 
which preserves freedom of trade and enterprise even if it 
IS not free trade m the conventional sense 
Tlicrc arc tlirce mam lines on which such a policy of general 
economic direction will have to be worked out the control of 
the home market, the extension of Empire Preference and 
the development of trade treaucs with foreign countries 
The first step towards economic recovery will be to^ make 
sure that the credits earned by out exports are stnctly con- 
served for their primary puqwsc, that of purchasing essential 
ran materials and such foodstuffs as we cannot produce our- 
sehes That means a drastic cutting down, by substantially 
higher duties than before the war, of our imports of foreign 
manufactures (;fi8o millions m 1938), except m those cases 
where a relaxation of duty is jusufied by an agreement ivhich 
assures at least an equivalent, not merely m terms of export 
values, but of domestic productive power and stable employ- 
ment It means a carefully selective policy, guided by our 
preferential and treaty arrangements, m discnmmaung, even 
in respect of the more desirable imports, in favour of those 
from countries which assure equivalent reciprocal exports of 
the most desired type It means, not least, a policy of whole- 
hearted protection of British agnculture, with the object of 
reducing our imports by at least ^too millions In this case 
simple duties cannot cover more than a part of the ground, 
and tvill have to be supplemented by subsidies in one form 
01 another, or by actual quantitauvc restnction 
MTien It comes to Empire Preference we must face the fact 
that Empire countries will become more and more self- 
supporting m many of the main branches of secondary 
industry, and that we shall have to rely increasingly on 
speciahscd and quality exports If these countries are to 
remain static Empire trade will tend to shrink rather than to 
expand That danger can only be averted in two ways One 
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js to ensure the continued growth and development of the 
Empire countries by buyir^ their produce; in other words, by 
giving them more effectnc preference in our market The 
other IS to secure for ourselves a larger proportion of their 
import trade by securing from them, m return, a more 
effective preference for our oqiorts A high degree of prefer- 
ence on a smaller import total may be worth far more to us— 
and to Empire countnes—tlian a small preference on a larger 
total The point is one of special importance for Empire 
countries as well as for ourselves For an effective policy of 
agricultural protection m this Country will naturally dimmish 
our total importation of food-stuffs, though still leaving 
enough margin for a substantial expansion of imports from 
the Empire if the preferences arc adequate In this connec- 
tion It IS essential to keep ui mind that the Dominions, at any 
rate, are, like ourselves, relatively high cost producers with 
very rich consumers markets Their interest m mutual 
bargains, as agaimt a policy of “Don-ducrunination’, » 
the same as ours 

Except as regards mgar, where we give a slightly larger, 
but still by no means sufhciem, preference to Colonial than 
to Dommion sugar, our practice hitherto has been to treat all 
parts of the Empire Mike, both as regards free entry of their 
produce and as regards the extent of preference given over 
foreign competitors There is no reason why we should 
continue a practice which is not conducive to the effective 
extension of preference and which is not punued by the 
Dominions themselves in relation to us or to each other. The 
best coune would seem to be that of the conditional Most 
Favoured Nation Clause, i c to make individual preferential 
treaties with Empire counlncs and to extend their benefits 
m full only to those other Empire countries which give us 
reasonably comparable advantages So, too, there is no 
reason why, consistently with the effective development oi 
preference, we should not afford some measure of protection, 
not only to our agriculture, but also, m some cases, to our 
industries against Empire competition 

Preferential duties or preferential mutual purchase arrange- 
ments are, of course, far from covering the whole fidd of an 
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Much, indeed, has been achieved already in that direction 
in the Colonial Empire by the encouragement of private 
imestment and enterprise, including the enterprise of the 
natives themselves The Malayan rubber industry, the 
Northern Rhodesian copper industry, West African oil 
products and cocoa, Uganda cotton, arc only examples of a 
process which must ah\a}s play a large and probably the 
largest part in Colonial development The total capital in 
these undertakings amounts to at least ;£'40O millions, a figure 
to be kept m mind when exonerated claims are made for 
the nci\ policy of state-controlled colonial development 
There is, undoubtedly, room for direct governmentally 
financed development schemes both m the Colonies and in 
tlie Dominions It ivill be of no little interest to follow the 
progress of such schemes as the East African ground nuts 
scheme inaugurated by the present Go\ ernment as well as 
the expenditure or;^i2 millions a year on general assistance 
to Colonial dc\cIopmcQt settled in the ume of their pre- 
decessors, or the latest scheme, for a ^loo million Colomal 
Development Corporation and a £50 million 0 \ erseas Food 
Corporation But there are obvious dangers ^vhcn the 
Government is both trustee for native welfare and also directly 
interested m pushing dollar earning export crops, possibly 
at the expense of native food crops or of the diversification 
of production In any case it must be repeated that an 
essential condition for the success of these schemes is a 
reasonably assured market, in other words, discnmmation 
in their favour 

So far as the finance of Empuc Development is concerned 
the first essential is to re-cslablish confidence in sterling A 
beginning has now been made in that common consultation 
for the maintenance of the strength ofsterling by due husbandry 
by all concerned, which should have taken place before we 
committed ourselves to the conditions of the American Loan, 
and by tlie virtual rc-cstabbshment of the \var-time gold and 
dollar pool South Africa’s loan of ;£8o millions of gold m 
return for our undertaking to purchase £12 miUions a year of 
South African products is a splendid example of helpful 
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CO operaUon m the present eras But the strength of stcrlinjf 
rests, in the last resort, upon efficient production It asserted 
Itself as against gold, in igji because we and the other sterling 
countnes together discovered that between us we produced 
enough of what we all needed in order to enable stcrl ng to 
dominate the pnee situation It has been suggested that 
sterling is overvalued at the present parity and that we should 
devalue or even unfix it ako^thcr and leave Us parity to be 
reached by the open market With the immediate inadequacy 
of our production here and in the Empire as a whole such a 
policy could hardly be expected to have the stimulating 
effect which it had in 1931, and it would be wiser to rely on 
more direct measures to promote our national development 
and our external trade Meanwhile the wide diffusion of 
srcfiwg’ purchasing power created by the outstanding Stirling 
balances, so far from being regarded as a burdensome 
debt may well play an important part in Empire Development 
if their release is jud ciously planned so as to stimulate 
mcrcased production and mutual trade 
The Sterling Area, unlike the Bretton Woods scheme, is a 
purely voluntary association and any member of it can it any 
lime refix Its rate of exchange with sterling, as Australia and 
New Zealand did before the 1931 aisis, or sever its Imk with 
sterling entirely There is no reason, once confidence m 
sterling is re established and the volume of sterlmg produc- 
tion suffic cnlly assured, why countnes now outside the 
sterling group, m Europe or elsewhere, should not join or m 
certain eases, rejoin it One member of the British Common- 
wealth, indeed, namely Canada, has remained outside the 
Sterling Area I have always believed this to be a great mis- 
take from the point of view of Canada s own development 
For the nature of her resources, unlimited in quantity but 
essentially confined to those of the Northern Temperate Zone, 
would afford to her far greater opportunities of expansion 
by balancing them through overeea trade with the tropical 
and sub tropical regions of the British Empire, as well as with 
the consumer’s market of this country, than by attempting to 
do so m the United States market where, both as supplier and 
consumer, she has to compete with the northern States of the 
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0hion llie inaltfei wds serioosly considcied in 1932, at my 
instance, by Mf {aftci-vvards Viscount) Bennett s Government 
and is, I belicvcr-stili ^vDr^h5 of consideration, but only so soon 
as the volume ofBritisll exports to Canada can be brought into 
closer correspondence ^vith Gamdi’s exports to Bntam 

Of no less primary importance to any policy of mutuah 
Empire CO operation is the development of inter-Emprre 
communications Only a sufficient system of communications’ 
by sea, by air and by cable and wireless can give the necessary 
close contact and facilities of raatcml mtcrchmgc which the 
Situation demands Here is a field in which planning and 
support, botli by Empire Governments separately and in 
co-operation, is urgently called for That docs not mean a 
system of state owned traffic . But it docs mean that the 
national and iwpernl imporlnncc of micr'Lmpirc traffic 
should be recognised and that it should receive whatever 
support, financial or legislative, may be required to make it 
serve Its pnmary purpose Tiic simplest method is that of 
direct subsidy to Brilisli passenger and cargo services by sea 
and air, and more particularly to those ivhicb serve Empire 
routes and carry Empire cargoes A hundred millions a year 
spent on this vital matter would do far more for our permanent 
prosperity and standard ofliving than all die money now spent 
on mere consumer subsidies 

But I confess I see no reason why we should not go back to 
the earlier policy of the Navigation Acts or copy the American 
practice which reserves, as ' coastal traffic", all traffic between 
New York and Hawaii or Alaska, by reserving for Bntish 
ships, as we have already done for Biilish aircraft, the 
internal traffic of the Empire in the narrower sense which 
covers only this country and the Colonics Even a more com- 
prehensive scheme for shipping preference or reservation 
within the Commonwealth might not be beyond the range of 
mutual agreement, more pirticularly in respect of civil avi- 
aPon The vital part our shippmg has always played, and 
always must play, m our defence no^ hardly be stressed But 
it IS equally important that, whether for police work or for 
major war, our Army should be both airborne and supplied 
by air, and this can only be done if we can mobilise a vast 
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existing civilian air fleet The development of our Empire 
sea and air routes will naturally carry with it, as it did m 
earlier days, the development of a wider world carrying trade 
One way or another we must rotore our anaent supremacy 
at sea One way or another we must win world supremacy m 
the air Both are the logic^ corollaries of a Commonwealth 
and Empire distributed over the Scvefi Seas 
Above all, perhaps, we need a population policy, both for 
this country and for the Empire In a measure the pohcies 
I have suggested will, of themselves, contribute effectively 
both to the total increase and to the belter distnbuUon of 
our population But they need to be supplemented by direct 
measures of encouragement to family life here and to jnig* 
ration within the Empire 'Htc system of family allowances 
now at last m being is still far from adequate to counteract 
the tcndcnaes which have weakened family life and have 
made uS a Steadily agemg community The expenment of 
the Empire Scttlemeni Act of 1922, so grievously frustrated by 
the world depression, needs to be resumed and on bolder 
lines Personally I have always believed that the best System 
of Empire migration would be on the lines of Rowland Hill s 
imaginative simplification of mir postal system, namely, that 
there should be a bne^pnee ticket, single or return, to any 
destination in the Empire, purchasable at any Post Office on 
production of evidence of the migrant’s suitability 
Provided our general econoituc policy is sound we need have 
no fear that migration Will weaken or unduly deplete the popu* 
lation of this Country Population is not & separate process 
disconnected with the general economy of a nation It is 
essentially an ecolog cal process and responds to the oppor- 
tunities aeated for it It is in a sense the by-product as well 
as die creator of industry and agnculture If migration streng- 
thens Empire development and increases Our trade the place 
of those who have gone will soon be filled up again, while the 
whole tone of our life will have been strengthened by in- 
creased opportunity at home At the same time it is no doubt 
true that the need for population required for a rapid develop- 
ment of the Empire is much greater than migration from here 
can supply with our present reduced rate of rcproducUon 
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There should be far less hesitation than there is to day, both 
here and in the Dominions, m accepting healthy and vinle 
white immigrant stock from outside The present state of 
Europe affords ^ wonderful opportunity for us ail to infuse 
new blood mto our systems without danger to the supreme im 
portance of maintaining our national traditions and w ay of hfc 

So much for the policy of economic expansion in the Em 
pire It IS essentially a policy of preference or prionty , not a 
pohey of exclusion On the contrary it can and should be 
combmed both ivath a pobey of developing our trade with 
our European neighbours and iwth a balanced and stalilc 
expansion of world trade Tlic trade witii Europe is, for 
this country at any rate, as I have already pointed out, of 
far less importance than our trade ivith the Empire, in so 
far as it is to a great extent competitive ratlicr than comple- 
mentary, and m so far as it has none of the latent possibilities 
of expansion inherent in the Eropuc trade Nevertheless there 
is room for a considerable trade supplementary to our present 
Empire trade m dairy products and umber from the Scandi- 
navian countnes, m wmc and fruit and other agricultural 
produce with France and Southern Europe, including Turkey, 
as well as for a fruitfully balanced traffic m manufactured 
specialities of all kinds, while Europe badly needs our coal 
and, for the time being at least, much capital equipment that 
we can supply Moreover Western Europe s needs for pnmary ^ 
foodstuffs and raw materials may well call for supphes from 
the Bnljsh Empire over and above what the colonial empires 
of Western European countnes can furnish, more particularly 
if Russian pohey insists on mamtammg an economic is well 
as a political iron curtain between her satellites and the rest 
of Europe 

The development of our European trade may take the shape 
of a senes of bilateral agreements with individual countnes 
Or, if a regular prefcrcnual system for Europe comes into 
existence— I have already given my reason for regardmg an 
actual European customs union as an improbable and cer- 
tamly remote contingency— we may be able to join in with it 
in respect of certain commodities or on some scheme of second 
preferences ranking after our preferences with the Empire 
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But this means a far reaching change in policy on the part of 
all concerned In the case of Empire Preference we have 
since 1898 been free from Most favoured Nation Clause 
obligations, and all we arc concerned with is to resist the new 
obligations m that sense which the United States are trying 
to force upon us Outside the Empire we are still bound by a 
whole network of commercial treaties in which wc arc com 
muted to the Most Favoured Nat on Clause I have dealt 
fully in earlier chapters with the resttictivc effect of that clause 
on world trade There can be no real progress until it is 
generally got rid of, or at any rate reinterpreted in the con 
ditional sense, as France has always done and as the United 
States did up to 1922, namely that concessions given as the 
result of a trade agreement to one country should only be 
extended to third parties on the same or equivalent reciprocal 
terms If necessary wc should take unilateral action and 
announce that wc shall regard the clause as no longer binding 
on us at any rate in its unconditional interpretation, leaving 
It to others to denounce their commercial treaties with us— 
if they can afford it 

It nuy well prove necessary in our present emergency, and 
most certainly if we cannot at once gel rid of the restrictions 
imposed by compliance with American demands, to take 
exceptional measures to secure the necessary volume of ex 
' ports whether in the Empire or in the foreign trade I have 
already referred to the heavy veiled excise on British pro 
duction embodied in the cumulative effect of all our vanous 
taxes In the case of a specific excise imposed on a particular 
article after production, such as whisky, the absurdity of 
levying it on the export of that article is obvious The exemp 
tion in such a case 1$, m fact, one definitely recognised in the 
Geneva Dralt '(Article 33) "But there is no reason m logic 
or equity why the equ^ly burdensome non specific excise of 
taxation should not also be remitted on our exports generally 
If that method should create international difficulties there 
are other ways of equivalent help to our exports One alter 
native might be the exemption from profits tax of that portion 
of a firm s profits which arc due to exports and their exemp 
tion from income lax if put back into the export trade 
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Another, ^vhlch Germany used to adopt in former days, 
^vould be to use the state ouncrship of the railways together 
with state subsidies to shipping in older to arrange for excep- 
tiona!I> low freight rates to speafic destinations uhcrc we ivisii 
to make sure of our trade Our great cotton export trade was 
largely built up between 1780 and 1820 by direct subsidies on 
ex-port (see p 22) The Australian sugar and dairying indus- 
tnes have been built up by prohibition of import, by a virtual 
bounty on export, and by preference at this end We cannot 
afford to shrink from any mctliods, however novel, that is 
novel to those who only think m terms of the nineteenth 
century when we had already achieved world supremacy, not 
novel in terms of the mcthock by winch that supremacy ivas 
won in earlier centuries 

To sum up So far as the immediate and urgent problem 
of our existence for the next year or two is concerned, the svay 
out lies in the wholehearted concentration of all our national 
energies on exporting enough to close the appalling gap in 
our balance of payments That may have to lie done in pai t by 
direct measures of allocation, both of materials and of hbour 
But these measures arc bound to end in failure unless they arc 
fitted into the framcivork of a financial policy which, both by 
incentive and disincentive, steadily inllucnccs all the national 
energies to work in the nght direction In any ease the im- 
mediate policy thus outlined will not get us beyond a mere 
half-stai-ved existence It is a rcstnctivc policy incompatible, 
in the long run, with real productive eflicicncy It is only 
tolerable for a short time and provided that a positive and 
expansionist policy for better times and a fuller life is clearly 
envisaged and outlined That policy for us can only he m 
an expanding home market, m the mutual development 
of our vast and still laigely underelopcd resources in the 
Empire and Commonwealth, and m the fruitful expansion of 
trade ivith our European neighbours But there can be no 
recovery, here or in Europe, until we have definitely and 
finally broken tvith the American conception of an enforced 
nineteenth century economic internationalism Once we do 
that, and iiave somehow survived the immediate post war 
famine crisis, the possibiUtics of development and of prosperity 
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both m the Bntish Commomvtalth and Empire and m the 
great economic area comprised by the nations of Continental 
Europe and their colonics are dmost unhmited So far from 
being exclusive these great nation groups will naturally do an 
macasing trade with the outside world and more particularly 
with each other In that expansion of trade the United 
States will inevitably share in measure But it will be as ari 
equal and not as a factor so dominant as to preclude the 
formation of comparable ccooonuc entities or so as to drag 
them down in the fluctuations of its own immensely dynamic 
but incalculable economy 

What IS most reeded^ however, so far as we are concerned, 
IS a change, not merely m policy but in outlook It is not 
enough to break away irom the out-of-date policy which the 
United Slates is attempting to reimpose on us We roust 
shake off the whole mentality of the last hundred ycars-^ 
' all the obese, unchallenged old things that stifle and overlie 
us” Wc must wake up to fight for our existence in a new 
world It 18 a world m which our position is not that of the 
Victorian age but rather that of the days of Queen Ekabeth, 
days of slender resources, but of an all doing spir t It is the 
Elizabethan spirit that we need if we are to win through and 
lay the foundations of a happier future for our own people here 
at home, if wc arc to tc-csiablish for the British Common 
wealth that svorld leadership to which our great tradition and 
our cxpencncc soil entitle us 
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THE ECONO^^IC CLAUSES OP THE ATLANTIC 
CHARTER 

FOURTH, they (i c President Roosevelt nnd Mr Churchill) 
will endeavour, with due respect for their existing obligations to 
further the enjoyment by all States, gruat or small, vactor or van 
quished, of access, on equal terms, to the trade and to the raw 
materials of the world which arc needed for their economic prosperity 

rriTH, tliey desire to bring about the fullest collaboration between 
all nations in the economic field with the object of sccunng, for all 
improved labour standards, economic adjustment and social security 


appendix b 

MUTUAL AID AGREEMENT 
(Lekd Lease) 

WiiERCAS the Governments of the Uwicd Stales of America and the 
United Kingdom of Great Britain and Northern Ireland declare 
that they are engaged in a co operauve undertaking, together with 
every nation or people of hke mind to the end of laying the bases 
of a just and enduring world peace sccunng order under law to 
themselves and all nations 

And whereas the President of the United States of Amcnca has 
determined, pursuant to the Act of Congress of March ii, 19/yr, that 
the defence of the United Kingdom against aggression is vital to the 
defence of the United States of America, 

And whereas the United States of Aracr ca has extended and is 
continuing to extend to the United Kingdom aid m resisting 
aggres ion, 

And whereas it is expedient rhat the final dctermmation of the 
terms and conditions upon which the Government of the United 
Kingdom receives such aid and of the benefits to be received by the 
United States of Amcnca in return therefor should be deferred until 
the extent of the defence aid is known and until the progress of events 
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makes dearer the final terms and cratdilions and benefits which will 
be m the mutual interests of the United States of America and the 
United Kingdom and will promote the establishment and mainten 
ance of world peace 

And whereas the Governments of the United States of America 
and the United Kingdom are mutually dcs rous of concluding now 
a preliminary agreement in regard to the provision of defence aid 
and in regard to certain considerations which shall be taken into 


to perform fulfil or execute prior to the making of such an agree 
ment in conformity with the laws ather of the United States of 
America or of the United Kingdom have been performed, fulfilled 
or executed as required, 

The undersigned, being duly authorized by their respectne 
Governments for that purpose, have agreed as follows 

ARTICLE ! 

The Government of the Umted Slates of America will continue 
to supply the Goveminent of the United Kingdom with such defence 
articles defence services and defence information as the President 
shall authorize to be innsferred or provided 

ARTICLE n 

The Government of the United K ngdom will continue to con 
tribute to the defence of the United States of America and the 
strengthening thereof and will provide such articles, serv ces, facilities 
or information as it may be in a position to supply 

ARTICLE HI 

The Government of the Umted Kingdom will not without the 
consent of the President of the United States of America transfer 
title to, or possession of, any defence article or defence information 
transferred to it under the Act or permit the use thereof by any one 
not an officer, employee or agent of the Government of the United 
Kingdom 


ARTICLE W 

If, as a result of the transfer to the Government of the United 
Kingdom of any defence article or defence information it becomes 
necessary for that Government to take any action or make any 
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payment m order full^ to protect of the rights of n cilt/cn of ilic 
United States of America who lias patent rights in and to any such 
defence article or mformalion, the Goaernratnt of the United 
Kingdom wil! takesucli action or make such payment nlicii requested 
to do so by the President of the United States of America 

ARTICLE V 

Tlic Government of the United Kingdom mil return to die 
United States of America at the end of the present emergency, as 
determined by the President, such defence articles transfcrrul under 
this agreement as shall not ha\c been destroyed, lost or consumed and 
as shall be determined by the President to be useful in the defence 
of the United States of Amcnca or of the Western Hemisphere or 
to be Qthens isc of use to the United States of America 

ARTICtr NT 

In the final determination of the benefits to be provided to the 
United States of Amena by the Government of the United Kingdom 
full cognizance shall be taken of all property, scrvarcs, information 
facilities or other bcncfic! or considerations provided b> tiic Govern 
ment of the United Kingdom subsequent to March ii, ir)|i, and 
accepted or acknowledged by the President on behalf of the Untied 
Stales of America 


ARTlCIt VII 

In the final determination of the benefits to he prov ided to the 
United States of Amcnca bv the Government of the United Kingdom 
in return for and furnished under the Act of Congres,-: of March 1 1, 
1941, the terms and conditions thereof shall be such ^s not to burden 
commerce between the two countries, but to promote mutually 
advantageous economic relations between them and the betterment 
of world wide economic relations To that end they shall include 
provision for agreed action by the United States of America and the 
Umted Kingdom, open to participation by all other countries of 
like mind, directed to the cxpareion, by appropriate international 
and domestic measures, ofproduction, employment and the exchange 
and consumption of goods, which arc the material foundations of 
the liberty and welfare of all peoples, to the elimination of all forms 
of discnminatory treatment m international commerce, and to the 
reduction of tanfis and other trade bamcn , and, m general, to the 
attainment of all the economic objectives set forth in the Joint 
Declaration made on August 12, 194.1, by the President of the 
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makes clearer the final terms and conditions and benefts which Will 
be in the mutual interests of the United States of America and the 
■United Kwigdcim smd will promote the estaUiihmi^tvt and mamten. 
ance of wrld peace, 

And whereas the Governments of the United States of America 
and the United Kingdom are mutually desirous of concluding row 
a preliminary agreement in regard to the provision of defence aid 
and in regard to certain considerations whidi shall be taken into 


lllelll lit eOliuliui^ uie u ut-i Ui UK. UliiLiU ^LaiCS ol 

America or of the United Kingdom have been performed, fulfilled 
or executed as required, 

The undersigned being duly authonacd by their respcclivc 
Governments for that purpose, have agreed as follows 

ARltaE I 

The Government of the United States of Arnenca will ccintinue 
to supply the Government of the United Kingdom with such defence 
articles, defence services and defence infomaiion as the President 
shall authorize to be transferred or provided 

ARtIClE 11 

The Government of the United Kingdom will continue to con- 
tribute to the defence of the United States of America and the 
strengthening thereof and will provide such articles, services, facilities 
or information as it may be in a position to supply 

ARTICULX ni 

The Govenunent of the United Kingdom will not without the 
consdm of the President of the United States of Amtnca tTamfer 
title to, or possession of any defence article or defence information 
transferred to it under the Act or permit the use thereof by any one 
not an officer, employee or agent of the Cot emment of the United 
Kingdom 


ARncu nr 

If as a result of the transfer to the Government of the United 
gdom of any defence article or defence tnfotmation, it becomes 
y for that Government to take any action or make any 
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payment m order fully to protect any of the rights of a citizen of the 
United States of America who has patent nghts in and to any such 
defence article or informationj the Government of the United 
Kingdom i\ill take such action ormakesurh pa^mient when requested 
to do so by the President of the Umted States of Amcnca 

ARTimx V 

The Government of the United Kingdom will return to tiie 
United States of Amenca at the end of the present emergency, as 
determined by the President, such defence articles transferred under 
this agreement as shall not hat c been destroyed, lost or consumed and 
as shill be determined by the President to be useful in the defence 
of the United States of Amcnca or of the Western Hemisphere or 
to be othcnvisc of use to the United Slates of Amcnca 

ARTiae VI 

In the final dctcnnmaHon of the benefits to be provided to the 
United States of America by the Government of the United Kingdom 
full cognizance shall be taken of all property, services, information 
faalities, or other benefits or considerations provided by the Got ern* 
ment of the United Kingdom subsequent to March rr, 1941, and 
accepted or acknowledged by the President on behalf of the United 
States of Amcnca 


article vn 

In the final determination of the benefits to be provided to the 
United States of Amcnca by the Government of the United Kingdom 
m return for and furnbhed under the Act of Congress of March 1 1, 
1941, the terms and conditions thereof shall be such as not to burden 
commerce between the two countries, but to promote mutually 
advantageous economic relations between them and the betterment 
of world-wide economic relations To that end they shall include 
provision for agreed action by the Umted States of Amcnca and the 
United Kingdom, open to parUapztum by all other countries of 
like mind, directed to the expansion, by appropnatc international 
and domestic measures, of production, employment and the exchange 
and consumption of goods, which are the material foundations of 
the liberty and welfare of all peoples, to the elimination of all forms 
of discnminatory treatment in international commerce, and to the 
reduction of tariffs and other trade barriers, and, in general, to the 
attainment of afl the economic objectives set forth in the Joint 
Declaration made on August 12, 1941, by the President of the 
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United States of Amcnca and the Prime Minister of the United 

Kingdom 

At an early convenient date, conversatioiu shall he begun hciwccn 
the two Governments with a view to determining, in the light 
of governing economic condittom, the best meant of attaining the 
above-itated objectives by their own agreed action and of sceVing 
the agreed action of other likc-mindcd governments. 

AR-ncxE vni 

Thu agreement shall take eficci as from this day's date. It shall 
continue in force until a date to be agreed upon by the two govern* 
mentj. 

Signed and scaled at Washington in duplicate thU 23rd day of 
Pebruary, 1945. 


APPENDIX C 

THE FlNAHaAI, AGREEMENT 

(Cmd ■6708) 

!. Effitliu iiu of »A< dirrfjnmf. 

The effective date of this Agreement shall be the date on which 
the Government of the Unil^ States notifies the Government of 
the United Kingdom that the Congress of the United Stales has made 
available the funds necessary to extend to the Goiemmenl of the 
United Kitigdom the line of credit in accortlance with the provisions 
of this Agreement. » 

2. Uiu of Cuitt, 

The Government of the United Slates will extend to the Goicrn- 
ment of the United Kingdom a Imc of credit of 13,750,000,000 
which may be drawn upwi at any tine between the cffectii'c date 
of this Agreement and December 31, 1951, inclusive 

3. Pvt^ost of the Lm of CmW 

The purpose of the line of credit a to facilitate purehaici by the 
United Kingdom of goods and services in the United States, to asilsi 
the United Kingdom to meft transitional post*war deficits In its 
current balance of payments, to help the United Kingdom to 
maintain adequate reserves of gold and dollars and to assist the 
Government of the United Kingdom to assume the obligations of 
muliilsteral trade, as defined in this and other agreements. 
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4. Arrorimlisn and Inliral 

(I) The amount of the line ofcrcditdrattn by December 31, 1951, 
shall be repaid in 50 annual instalments beginning on December 
31 1951, wth interest at the rate of a per cent per annum 

Interest for the year shall be computed on the amount out- 
standing on December 31, 1957, and for each year thereafterioterest 
shall be computed on the amount outstanding on January 1st of each 
such year 

Forty nine annual instalments of pnncipa! repayments and 
interest shall be equal, calculated at the rate of §31,823,000 for each 
§1,000,000,000 of the line of credit drawn by December 31, 1951, 
and the fiftiethannualmstalment shall be at the rate of $3 1 ,840,736 65 
for each such $1,000 000,000 

Each instalment shall consul of the fiiJl amount of the interest 
due and the remainder of the instalment shall be the pnncipal to 
be repaid in that year Payments required by this section arc subject 
to the provisions of Section 5 

(II) The Government of the Dniied Kingdom may accelerate 
repayment of the amount drawn under this line of credit 

5 Warn of InU:esl Pa}meals 

In any year in which the Government of the United Kingdom 
requests the Government of the United States to waive the amount 
of the interest due in the instalment of that year, the Gov emment of 
the United States will grant the waiver if 

(fl) the Government of the United Kingdom finds that a waiver 
IS necessary in vievs of the present and prospective conditions 
of international exclungc and the level of its gold and foreign 
exchange reserves, and 

(i) the International Monetary Fund certifies that the income 
of the United Kingdom from home produced exports plus its 
net income from invisible current transactions in its balance 
of payments was on the average over the five preceding 
calendar years less than the average annual amount of United 
Kingdom imports durmg 1936-8 at ^66,000 000 as such 
figure may be adjusted for in the pnee level of these 

imports Any amount in excess of ;r43 750,000 released or 
paid in any year on account of sterling balances accumulated 
to the credit of overseas governments, monetary authonties 
and banks before the e/Tectwc date of this Agreement shall be 
regarded as a capital transaction and therefore shall not be 
included in the above calculation of the net income from 
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invisible current transaaions for that year H waiver « 
requested for an interest payment prior to that due in 1955, 
the average income shall be computed for the calendar years 
from 1950 through the year preceding that in which the 
request is made. 

6 Rilalion of Ihs Im of trtJit to other ohltgations 

(I) It 15 understood that any amounts required to discharge 
obligations of the United Kingdom to third countries outstanding 
on the effective date of this agrtemeut will be found from resources 
other than this line of credit 

(II] The Government of the United Kingdom will not arrange 
any long term loans from Goverpments wUhin the British Cominor 
wealth after DcccmhcT 6 1945, and before the end of 1951, on terms 
more favourable to the lender than the terms of this line of credit 

(ill) Waiver of interest will not be requested or allowed under 
Section 5 in any year unless the aggregate of the releases or pay- 
ments m that year of sterling balances acrumulated to the cred t of 
overseas governments, monetary authorities and banks (except in the 
case of cobnial dependencies) before the effective date of this agree- 
ment IS reduced proportionately, and unless interest payments due 
m that year on loans referred to in (11) above are waived The 
proportionate reduction of the releases or payments of sterling 
balances shall be calculated in relation to the aggregate released 
and paid in the most recent year in which waiver of interest was not 
requested 

(iv) The application of the principle set forth m this section 
shall be the subject of full consultation between the two Governments 
as occasion may arise 


7 Stnltng Area Exchange Atrangetmtj 
The Government of the United Kin|doin will complete arrange- 
ments as early as practicabk and in any case not later than one year 
after the effective date of thn agreement, unless m exceptional cases 
a later date is agreed upon after consultation, under which immedi 
ately after the completion of such arrarganenls the sterling receipts 
from current transactions of all sterling area countnes (apart from 
any receipts arising out of nuhtary expenditure by the Governraett 
of the Umted Kuigdom pnor to December 31, 1948, to the extent 
to which they are treated by ag rec mqit with the countries concerned 
on the same basis as the balancxs accumulated during the war) 
will be freely available for current transactions i« any currency area 
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\ntfiout discnmination \vi(h the result ifnt any discrimination 
arising from the so called sterling area dollar pool will be entirely 
removed and that each Member of the stcriing area will have its 
current sterling and dollai receipts at its free disposition for current 
transactions anyivhere 

8 Other Exchange Anangmaits 

(1) The Government of ilic Umted Kingdom agrees that after 
the elective date of this agreement it will not apply exchange controls 
m such a manner as to restrict 

(a) payments or transfers in respect of products of the United 
States permitted to be imported into the United Kingdom 
or other current transactions between the two countries or 

(A) the use of sterling balances to the credit of residents of the 
United States arising out of current transactions 

Nothing in this paragrapli (i) sliall affect the provisions of Article 
Vir of the Articles of Agreement of the international Monetary 
Fund when those Arncles have come into fora 

(ii) The Governments of the United States and the United 
Kingdom agree that not later than one year after the effective date 
of this agreement, unless in exceptional eases a later date is agreed 
upon after consuJatjon, they will impcisc no restrictions on payments 
and transfers for current transactions The obligations of this para* 
graph (u) shall not apply 

{a) to balances of third countries and (heir nationals accumulated 
before this paragraph {11) becomes effective, or 

(A) to restrictions imposed in conformity with the Articles of 
Agreement of the International Monetary Fund, provided 
that the Governments of the United Kingdom and the United 
States will not continue to invoke tlic provisions of Article 
XIV Section 2 of those Articles after this paragraph (u) 
becomes effective unless m exceptional eases after consultation 
they agree otherwise, or 

(c) to restrictions imposed in connection with measures designed 
to uncover and dispose of assets of Germany and Japan 

(in) This Section and Section g which arc in anticipation of more 
comprehensive arrangements by multilateral agreement shall operate 
until 31st December, 1951 
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9 Import ArrvJ^imMs 

If other the Government of tie United States or the Coveniment 

of the United Kingdom impose* of matnUifis quantitative import 
TOtnctioiB, such reatnctions shall be adminiitercd on a boiii which 
docs not discriminate against imports from the other country in 
respect of any product provided that this undertabng shall not 
apply in cases m which 

(a) Its appheauon would have the effect of preventing the country 
imposing such rcstnctions from utilising, for the purchase of 
needed imports mconvcriible cuTrcncica accuoiulated up to 
31st December, 1946, or 

{i] there may be special necessity for the country imposing such 
rcstnctions to asust, by mrasutes not involving a Substantia! 
departure from the general rule of non-discrmunatlon, a 
country whose economy has been disrupted by war, or 

(j) either Government imposes quantitative rcstnctions having 
equivalent effect to any exchange rcstncUoro which that 
Government u authorised to impose in conformity with 
Article VII of the Articles of Agreement of the International 
Monetary Fund 

The provisions of this Section shall become effective as soon as 
practicable, but not later than December 31, tgqS 

10 Acamtlakd Sttrlms Bdsnca 

(1) The Government of the United Kingdom intends to Dial;e 
agreements with the countnes wncemed, varying according to the 
arcumstanca of each case, for an early settlement covenng the 
sterling balances accumulated by sterling area arid other countnes 
prior to such settlement (together with any future receipts irisifig 
out of military capendittirc by the Covcrtimem of the United 
Kingdom to the extent to which they arc treated on the same basis 
by agreemcnl with the countries concerned) The settlements with 
the sterling area countries will be on the basis of dividing these 
acctiTnulated balances into three cal^oncs' 

(a) balances to be released at once and convertible into any 
cuncncy for current transactioiis, 

(h) balances to be similarly released by instalments over a period 
of years beginning Im 1951 , and 

(f) balances to be adjusted as a contribution to the settlement 
of War and post war indebtolness and in recognition of the 
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benefits which the countnes concerned might be c^pccted 
to gam from such a scfikment 

The Government of the United Kingdom tvdi make every 
endeavour to secure the early completion of these arrangements 
(n) In consideration of the fact that an important purpose of 
the present line of credit is to promote ilic development of multi- 
lateral trade and facilitate its early resumption on a non-duenmma 
torj basis, the Government of the United Kingdom agrees that any 
sterling balances released or olbcrwisc available for current pay- 
ments ^\n11, not later than one year after the cfTective date of tins 
agreement, unless m spcaal eases a later date is agreed upon after 
consultation, be freely available for current transactions m any 
currency area ;vithout discrunination 

11 Dr^ilms 

For the purposes of this agreement 

(i) Tlic term current transactions shall have the meaning 
prescribed in Article XIX (i) of the Articles of Agreement of the 
International Monetary Fund 

(it) The term sterling area means the United Kingdom and 
the otlier temtones declared by die Defence (Finance) (Dcfimtion 
of Sterling Area) (No 2) Order, 1944, to be included in the sterling 
area, namely, the following Temtones, excluding Canada and 
Newfoundland that is to say 

(a) any Dominion, 

(i) any other part of His Majesty s Dominions, 

(c) any temtory in respect of ivhich a mandate on behalf of the 
League of Nations has been accqitcd by His Majesty and is 
being cscKiscd by His Majestj j GonmiacBt in the United 
Kingdom or in any Dominion 
{d) any British Protectorate or Protected State, 

{j'} Eg}p}, Ss}&!.v Slid 

{f} Iceland and the Faroe Islands 

12 Consultation on Agremmt 

Either Government shall be entitled to approach the other for a 
re consideration of any of the provisions of this agreement, if in its 
opimon the prevailing conditions of international exchange justify 
such reconsideraUon with a view to agreeing upon modifications 
for prKcntation to their respective L^islaturcs 
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JOINT STATEMENT REOARDINO SETTWMENT FOR LENP-UASE, 
RECIPROCAL AJD, SURPLUS WAR PROPERTY AND CLAIMS 

1 The Governments of the United States and the United King 
dom have reached an understanding for the settlement of Lend 
Lease and Reciprocal Aid, for the acquisition of Umted States 
Army and Navy surplus property, and the United States interest 
in installations, located in the Umted Kingdom, and for the final 
settlement of the financial claims of each Government against the 
other arising out of the conduct of the war Specific agreements 
necessary to implement these understandings, setting forth the 
terms in deta 1 and consistent herewith, arc in the course of prepara* 
tion and will shortly be comfJded 

2 This settlement for Lend Lease and Reciprocal Aid will be 
complete and final In ariiving at tins settlement both Governments 
have taken full cognisance of the benefits already received by them 
in the defeat of their common enemes They have also taken full 
cognisance of the general obligations assumed by them in Article 
VII of the Mutual Aid Agreement of February 23, 1942, and the 
understandings agreed upon this day with regard to commeraal 
policy Pursuant to this settlement, both Governments will continue 
to discuss arrangements for agreed action for the attainment of the 
economic objectives referred to in Article Vll of the Mutual Aid 
Agreement The Govemmenb expect in these discussions to reach 
specific conclusions at an early date with respect to urgent problems 
such as those in the field of telecommunications and civil aviation 
In the light of all the foregoing, both Governments agree that no 
further benefits will be sought as consideration for Lend-Lease and 
Reciprocal Aid 

3 The net sum due from the Umted Kingdom to the Umted 
States for the settlement of Lend Lease and Reciprocal Aid, for the 
acquisition of surplus property, and the United States interest m 
installations, located in the United Kingdom and for the settlement 
of claims shall be 5650,000 000 subject to the accounting adjustment 
referred to below TTiu amount consists of 

(fl) a net sum of Si 18,000,000 representing the difference between 
the amount of the services and supplies furnished or to be 
furnished by each government to the other govcmmeiit after 
V J day through Lend Lejae and Reciprocal Aid Channels, 
less the net sum due to the United Kingdom under the claims 
settlement, and 

{b) a net sum of $332,000,000 for all other Lend-Lease and 
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Reciprocal Vid Kerns and for sujpliis jiropcrl) and the 
United Slates inlcrcsl in instillations located in the United 
Kingdom ind owned bj the United States Govcrnnicnt 

The actual amounts due to the respective Governments for items 
included in (c) above other thin claims \m1I however bmsccrtunrd 
b> iccounling in due course ind the totil sum of SG3O ood 000 "’ll! 
be adjusted for aii) difference belwern the sum of 
ncntioncd above and the ictuil sum found to be due Jictv 
transactions between the t\ o Governments after Dcccrnbcr 31, 
1945 will be settled b> cash pigment 

} The total hibthlv found to be due to the Government of the 
UoKed Slates w i!l be discharged on the same terms is those specified 
in the Timncial \grccment concluded this day for ti c disci irg of 
the credit provided therein 

3 In addition to the financial piymcnts referred to above the 
Vivtj^ijveni-mcn'is’nivc agreed upon iWtcffiovving 

(а) ippropnalc i on'Kliscnminitory irciuneni will be estended 
to United States naiiomis in the use ind disposition of instal 
htions in v hich there 1$ i United States iiitercsl 

(б) ippropnatc settlements for the Lend l/iasc interest m instil 
laiioas other than m the United Kingdom and the coloniil 
dependencies will be midc of disposal of ihc installntions 

(e) the United Suites reserves its right of recapture of any I^nd 
Lease articles held by United K ngdom armed forces but tl e 
United States lias indicated tliai it docs not intend to cxcrci e 
generally this nghl of recapture 

(if) disposals for military use to forces odicr than the Unitrd 
Kingdom armed forces of Lend Lease articles held by the 
United Kingdom armed forces at V J day and dispostils of 
civilian use oilier than m the United Kingdom and the colonial 
dependencies of such Lend Lease arOeies will be made only 
with the consent of tiic United States Govcrnmt.nl and any 
net proceeds wall be paid to the United States Government 
The United Kingdom Goverument agrees Uiat except ^0 a 
very limited extent it will not release for civilian use in or 
export from the United Kingdom and colonial dependencies 
Lend Lease articles held by the United Kingdom armed forces 

{i) the Government of the Urated Kingdom will use ^ best 
endeavours to prevent the export to the United States of any 
surplus property transferred in accordance with this under 
standing 
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6 The Govemaicnt of ihc United Kingdom a|rc«4, that when 
requested by the Government of the United States from time to time 


against the dollar payments due to the Government of the United 
States as principal under this settlement The Government of the 
Umted State will me these pounds sterling exclusivdy to acquire 
land or to acquire or cOTStnicr buddings in the Umted Kingdom 
and the colonial dependencies for the use of the Government of the 
United States and for carrying out cduational programmes m 
accordance with agrcancnts to be concluded between the two 
Governments 

7 The anangements set out in this statement are without pre 
judicc to any settlements concermng Lend Lease and Reciprocal 
Aid which may be negotiated between the Govemmerts of the 
United States and the Governments of Australia, New Zealand, the 
Umon of South Africa, and India 


APPENDIX D 

THE BRETTON WOODS AGREEMENT 

Internationai, Mokctary Fund* 

The oo\’Er.nmests on whose behalf the present Agreement is signed 
agree as follows 


INTRODUCTORY AftTICl.E 

The International Monetary Fund is established and shall operate 
m accordance with the following provisions 

ARTICLE t~fURp05E5 

The purposes of the Intemaiiontil Monetary Fund are 

(i) To promote mtctrauooal monetary cc»*opcration through 
a permanent mstitutioa which provides the machinery for 
consultaton and coUabotaiion on international monetary 
problems 

(ii) To facilitate the expansion and balanced growth of inter 
national trade and to contnbute thereby to the promot on 
* Arbdes and lect ons summarised art enclosed in braeVets 
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and maintenance <rfluglilevek of employment and real income 
and to the development cf the productive resources of al! 
members as primary objectives of economic policy 

(ill) To promote exchange stabihty, to maintain orderly exchange 
arrangements among members, and to avoid competitive 
eschinge deprcaation 

(iv) To assist in the establishment of a multilateral system of 
payments in respect of current transactions behs cen members 
and in the clnmnation of foreign exchange restrictions which 
hamper the growth of woHd trade 

(v) To give confidence to Membcis by mabng the Fund’s 
resources available to them under adequate safeguards, thus 
providing them with opporiumty to correct maladjustments in 
their balance of payments without resorting to measures 
destructn c of national or mtemational prosperity 

fvi) In accordance swth the above to shorten the duration and 
lessen the degree of disequibbnum in the international 
balances of payments of Members 

The Fund shall be guided in all tls decisions by the puipcses set forth 
m this ArUcIe 


ARTICLE H— 'lEitBERSHlP 

SEtrriON I Ortginal Mmbets —The original Membcis of the Fund 
shall be those of the countries represented at the Umted Nations 
Monetary and Finanaal Conference whose governments accept 
membership before the dale speafied m /Article XX, Section a («) 
Section 2 Other Mcmbctship shall be open to the 

governments of other countnes at such times and in accordance 
with such terms as may be prescribed by the Fund 

ARTICLE lit — (QUOTAS AND SUBSCRIPTIOVS 
Section i Qfiofas —Each Member shall be assigned a quota 
The quotas of the Membcis represented at the Umted Nations 
Monetary and Tinancial Conference which accept mcmbcnhip before 
the date specified m Article XX, Section 2 (e), shall be those set 
forth m Schedule A The quotas of other Members shall be deter- 
mined by the Fund 

Section 2 Adjustmenl of quotas —The Fund shall at intervals of 
five years review, and if it deems it appropnate propose an adjust 
ment of, the quotas of the Members It may also, if it thinks fit, 
consider at any other time the adjustment of any particular quota 
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at the request of the Member concerned A four fifths majority of 
the total voting power shaH be required for any change in quotas 
and no quota shall be changed vnthout the consent of the Member 
concerned 

Sf-CTIOM 3 Twe, place, andfom of payment —(a) The 

subscription of each Member shall be equal to us quota and shall 
be paid in full to the Fund at the appropriate depository on or before 
the date when the Member becoma eligible under Article XX, 
Section 4 (c) or (^) to buy currenaes from the Fund 
(i) Each Member shah pay m gold, as a minimum, the smaller 
of 

(i) tv,enty five per cent ofm quota, or 
fii) ten per cent of its net olTicial holdings of gold and United 
States dollars as at the date when the Fund notifies Members 
under Article XX Section 4 (a) that it will shortly be jn a 
position to begin exchange transactions 

Each Member shall Aimish to the Fund the data necessary to 
determine us net ofiictal holdings of gold and United States dolUm 
(<) Each Member shall pay the balance of Us quota m Us own 
currency 

(if) If the net ofiiaal holdings of gold and United States dollars 
of any Member as at the date referred to in (b) (11) above a^e not 
ascertainable because its tcmiones have been occupied by the 
enemy, the Fund shall fix an appropriate alternative date for deter 
mining such holdings If such date is later than that on which the 
country becomes eligible under Article XX, Section 4 (c) or (d), 
to buy currencies from the Fund, the Fund and the member shall 
agree on a provisional gold payment to be made under (i) above, 
and the balance of the Member s subscnption shall be paid in the 
Member s currency, subject to appropnate adjustment between the 
Member and the Fund when the net official holdings have been 
ascertained 

Section 4 Payments tchen quotas on changed —(a) Each Member 
which consents to an increase m its quota shall, withm thirty days 
after the dale of its consent, pay to the Fund twenty five per cent 
of the increase m gold and the balance in its own currency If, 
however, on the date when the Member consents to an increase, Us 
monetary reserves arc less than its new quota, the Fund may reduce 
the proportion of the increase to be paid in gold 
(i) If a Member consents to a reduction m its quota, the Fund 
shall, within thirty days after the date of the coment, pay to the 
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Member an amount equal to the reduction The payment sliall be 
made in the Member’s currency md m such amount of gold as may 
be necessary to prevent reduang the Fund’s holdings of the currency 
below seventy fite per cent of the new quota 
Section 5 Substitution of seainltfs for current —The Fund shall 
accept from any Member in place of any part of tlic Member’s 
currency which in the judgment of the Fund is not needed for its 
operations, notes or similar obligations issued by the Member or 
the depository designated by the Member under Article XIII, 
Section 2, which shall be non-ncgotiablc, non-interest beanng and 
pa>ablc at thur par value on demand by crediting the. account of 
the Fund m the designated depository This Section shall apply 
not only to currcnc> subscribed by Members, but also to any currency 
otherwise due to, or acquired by, the Fund 

ARTICtX IV— PAR VALUES OP CtlRREVaCS 

Section i Lxprtssion of par values— {a) The par value of the 
currency of each Member shall be expressed in tenns of gold as a 
common denominator or m terras of the United States dollar of the 
weight and fineness in cflcct on July 1, 1944 
(i) All computations relating to currcncits of Members for tite 
purpose of applying the provisions of this Agreement shall be on the 
basis of their par values 

Section 2 Gold purchases based on /«ir lalitts —The Fund siiall 
presenbe a margin above and below par value for transactions 
in gold by Member, and no Member shall buy gold at a price 
above par value plus the presenbed maigin, or sell gold at a price 
below par value minus the prescribed margm 
Section 3 Foreign exchange dealings based on pant) —The maximum 
and the minimum rates for exchange transactions between the cur 
rencics of Members taking place wrthm tlieir Icmtorics shall not 
differ from panty 

(i) m llie ease of spot exchange transacnons, by more than one 
perccirf, iimf 

(11) in the ease of oUicr corehange transacuons, by a margin 
which exceeds the ma^ for spot exchange transactions by 
more than llic Fund considers reasonable 

Section 4 Obligations regarding exdiange stabililji— (n) Each 
Member undertakes to ciJlaboratc with the Fund to promote 
exchange stability, to mamtam orderly exchange arrangements 
•with other Members, and to avoid competitive exchange alterations 
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(h) Each member uwlertala ftrough appropnatc meajures 
coi«i3tcnt with this Agreement, to permit within its temtonrs 
exchange transactions between its currency and the currencies of 
other ^^embcrs only within the hrmts prRcnbcd under Section 3 
of this Article A Member whose monetary authorities, for the settle- 
ment of international transactmns, tn fact freely buy and sell gold 
with n the limits prescribed by the Fund under Section 2 of tbs 
Arucle shall be deemed to be fulfilling thu undertaking 

Section 5 Changu w par vatm —{a) A Member shall not propose 
a change in the par value of its ounney except to correct a funds* 
mental disequilibrium 

(61 A change in the par value of a Member's currency may be 
made only on the proposal of the Member and only after consults 
tion with the Fund 

(e) When a change is proposed, the Fund shall first take into 
account the cRanges, if anv, which have already taken place m the 
initial par value of the Member s currency as determined under 
Article XX, Section 4 If the proposed change, together with all 
previous change, whether increases or decreases, 

(i) does not exceed ten per cent of the initial par value, the 
Fund shall raise no objection, 

(11) docs rot exceed a further ten per cent of the initial par value, 
the Fund may cither concur or object, but shall declare its 
att tude within seventvtwo boun if the Member so requests 

(ill) is not withm (1) or (n) above, the Fund may cither concur 
or object, but shall be entitled to a longer period tit wbch 
to dedare its attitude 

(d) Uniform changes m par values nmde under Section 7 of this 
Article shall not be taken into account in determining whether a 
proposed change falls withui (i), (u) or (ui) of (c) above 

(?) A Member may change the par value of its currency without 
the concurrence of the Fund if the change docs not affect the inter- 
miKHial tramacuass if Mwnberr of A«? Fund 

(/) The Fund shall concur jn a proposed change which is witbn 
the tenns of (c) (u) or (c) (ui) above if it u satisfied that the change 
is necessary to correct a fundamental disequilibrium In particular, 
provided it 13 So satisfied, it shall not object to a proposed change 
because of the domestic social or political policies of the Member 
proposing the change 

Section 6 EJfict of ir«as/Aen«rf dmges—lf a Member changes 
the par value of its currency despite the objection of the Fund, m 
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cases where Ihc Tund is en&fled to object, the Member shall be 
ineligible to use the resources of the Fund unless the Fund other 
wise determines, and if, after the expiration of a reasonable period, 
the difference between the Memb-r and tlic Fund continues, the 
matter shall be subject to the provisions of Article XV, Section 2 

(i) 

Section 7 Uniform changes in par pa/wer— Notwithstanduig the 
provisions of Section 5 (i) of this Artide, the Fund by a majority 
of the total voting power may make imiform proportionate changes 
m the par values of the currencies of all Members, provided each 
such change is approved by every Member which has ten per cent 
or more of the total of the quotas The par value of a Member’s 
currency shall, however, not be dianged under this provision if, 
within seventy-two liours iff the Fund’s action, the Member informs 
the Fund that it does not wish the par value of its currency to be 
changed by such action 

Section 8 MauiUnam ^ gold mbie of the Fund s assets— {a) the 
gold value of the Fund’s assets shall be maintained notwithstanding 
changes in the par or foragn exchange value of the currency of any 
member 

( 4 ) Whenever (1) the par value of a Member % currency is reduced, 
or (11) the foreign exchange value of a member's currency has, in 
the opinion of the Fund, depreciated to a significant extent within 
that Member s territories, the Member shall pay to the Fund within 
a reasonable time an amount of its own currency equal to the 
reduction in the gold value of its currency held by tlie Fund 

(c) Whenever the par value of a Members currency is increased, 
the Fund shall return to such Member within a reasonable time an 
amount m its currency equal to the inacase in the gold value of its 
currency held by the Fund 

(d) The provisions of this Section shall apply to a uniform pro- 
portionate change in tiic par values of the curTcoaes of all Members, 
unless at the time wlien such a change is proposed the Fund decides 
otherwise 

Section p Sefarate aenenacs mlkm a Members Umfones — A 
Member proposing a change m the par value of its currency shall be 
deemed, unless it declares otherwise, to be proposing a corresponding 
change in the par value of the separate cutrencics of all temforjes 
in respect of which it has accepted this Agreement under Article 
XX, Section 2 (|) It shall, however, be open to a Member to declare 
that Its proposal relates either to the metropolitan currency alone, 
or only to one or more specified separate currencies, or to the metro- 
politan currency and one or more speafied separate currencies 
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’ ARTICLE \-“7ftANtWfnO*}S TVlTH THE fUND 

Section i. Admits ^fmg wtk the funi— Each Member shall 
deal with the Fund only through its Treasury, central bank, stabili- 
sation fund, or other similar fiscal agency and the Fund shall deal 
only with or through the same ac;ena« 

Section a iimita(H« «i lAe PuaAs optraftons — Except as othet- 
vnse provided m this ^rcemem, operations on the account of the 
Fund shall be limited to transactions for the purpose of supplying 
a Member, on, the initiative of such Member, with the currency of 
another Member m exchange for gold or for the currency of the 
Member desiring to make the purchase 

Section 3 Condi/iwu me ef the Ftmd's risotirces —(a] A 

Member shall be entitled to buy the currency of another Member 
from the Fund m exchange for its own turrcncy subject to the 
following conditions 

(i) The Member desiring to purchase the currency represents 
that it 18 proetilly needed for mabng in that currency pay* 
ments which are comisient with the provisions of t!m Agree* 
ment, 

(11] The Fund has not given notice under Arliclc VU, Section 
3, that m holdings of the currency desired have become 
scarce, 

(ill) The proposed purchase vrould not cause the Funds holdings 
of the purchasing Members currency to increase by more 
than twenty-five per cent of its quota during the period of 
twelve monthi ending on the date of the purchase nor to 
exceed two hundred per cent of its quota, but the twctity*[lvc 
per cent limitation shall apply only to the extent that the 
Fund’s holdings of the Alembcr's currency have been broi^ht 
above severty-fivc per cent of its quota if they had beets 
below that amount; 

(iv) The Fund has not previously declared under Section 5 of 
this Article, ArheJe IV, Section 6, Article VI, Section j, 
or Article XV, Section 9 (a) that the member desiring to 
purchase is ineligible to use the resources of the Fund 

{h) A Member shall not be cniitled without the permission of the 
Fund to use the Fund s resources to acquire turrency to hold against 
forward exchange tranSactiOQs 

Section 4 Il’ourr^CWitufif — ^ThcFuftdma^ in its discretion, 
and on terms which safeguard its interests, waive any of the conditions 
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prcscnbed m Section 3 (a) of this Arhcle, especially jn the case of 
Members with a record of avoiding large or confmuoas use of the 
Fund s resources In making a \vaivcr it shall take into consideration 
periodic or exceptional requirements of the Member requesting the 
ivaivtr The Fund shall also take into consideration a Member’s 
willingness to pledge as collateral secunty gold, silser, securities, or 
other acceptable assets having a value sufficient in the opinion of 
the Fund to protect its interests and may require as a condition of 
waiver the pledge of such collateral security 
Sectiov 5 Ineligibility lo use the Funds resources — Whenever the 
Fund IS of the opinion that any Member is using the resources of the 
Fund in a manner contrary to the purposes of the Fund, it shall 
present to the Member a report setting forth the views of the Fund 
and prescribing a suitable Dme for reply After presenting such a 
report to a Member, the Fund may limit the use of its resources by 
the Member If no reply to the report is received from the Member 
wiihm the prescribed time, or if the reply received is unsatisfactory, 
the Fund may continue to limit the Member's use of the Fund’s 
resources or may, after giving reasonable notice to the Member, 
declare it ineligible to use the resources of the Fund 
Section 6 Purchases of airrencies from the Fund for gold —(a) Any 
Member desiring to obtain, directly or indirectly, the currency of 
another Member for gold shall, provided that it can do so with equal 
advantage, acquire it by the sale of gold to the Fund 
(i) Nothing in this Section shall be deemed to preclude any 
Member from selling in any market gold newly produced from 
mines located withm its tcrnlones 
Section 7 Repurchase by a Member of as currency held by the Fund — 
(a) A Member may rqnirchasc from the Fund and the Fund shall 
sell for gold any part of the Fund s holdir^ of its currency in excess 
of its quota 

(b) At the end of each iinanaal year of the Fund, a Member 
shall rqiurcliase from the Fund with gold or convertible currencies, 
as determined in accordance witb Schedule B, part of the Fund’s 
xfi Til ’eciiiia 

(i) Each Member shall use m repurchases of its own currency 
from the Fund an amount of its monetary reserves equal in 
value to one half of any increase that has occurred during 
the year in the Fund’s hddmjp of its currency plas one-half 
of any increase, or minus one-half of any decrease, that has 
occurred dunng the year in the Member’s monetary reserves 
This rule shall not apply when a Member’s monetary reserves 
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have decreased during the ynr by more than the Fund’i 
holdings of Its currency have increased 

(u) If after the repurchase described m (i) above (if required) 
has been made, a Membcr’i holdings of another Member’s 
currency (or of gold acquired from that Member) arc found 
to have increased by reason of transactions m terms of that 
currency wUh other Members or persons m their Icmtoncs, 
the Member whose holdings of such currency (or gold) have 
thus increased shall use the increase to repurchase its own 
currency from the Fund 

(f) None ofthe adjustments described in (i) above shall be carried 
to a point at which 

(i) the Member's monetary reserves arc below its quota, or 

(u) the Funds holdings of m currency are below seventy five 
per cent of its quota, or 

(jh) the Fund's holdings of any currency required to be used arc 
above se\'enty*five per cent of the quota of the hfember 
concerned 

SEcmos 6 Chargfs —(it) Any Member buying the currency of 
another Member from the Fund »n exchange for its own currency 
shall pay a service charge umibrm for all Members of three fourths 
. jj naritv once The Fund m its ducretion 

>rc than one per cent or 

(b) The Fund may levy a reasonawc handling charge on any 
Member buying gold from the Fund or selling gold to the Fund 

• • ' all Members which 

•* ige daily balances of 

' • • • (uota These charges 


(i) On ammts not mort tfm /iwnly-Jipe pn cent vt ecctss of the gwir 
no charge for the fint three months, one-half per cent per 
annum for the neait nine mouths, and thereafter an increase 
in the charge of one half per cent for each subsequent year 
(u) On mounts more fhtm twenty fi.e per ctni and net me than ffly 
pn cent m excess of the quote an additional one half per cent for 
the fint year, and an additional one-half per cent for each 
subsequent year 

(m) On each aJdiimal braehd of taxnty-fve per cent tn extxss of (he 
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quota an additional one half per cent for the fot year, 
and an additional one half per cent for each subsequent year 

{(I) M'henever the Fund s holdings of a Rfembcr s currency are 
such that the charge applicable to any bracket for any period has 
reached the rate of four per cent per annum, the Fund and the 
Member shall consider means by which the Fund’s holdings of the 
currency can he reduced Thereafter, the charges shall nse in 
accordance wth the provisions of (e) above until they reach five 
per cent and failing agreement, die Fund may then impose such 
charges as it deems apprqpnatc 

(e) The rates referred to in (c) and (i) above may be changed 
by a three fourths majority of the total voting power 

(/) All charges shall be paid in gold If hoivcvcr, the Member’s 
monetary reserves are less than one half of its quota it shall pay m 
gold only that proportion of the charges due ^vhlch such rcserics 
bear to one half of its quota, and shall pay the balance m its own 
currency 

ARTICLE VI— CAMTAL TRANSFFRS 

Section i Use of the Fund s resources for capital transfers —{a) A 
Member may not make net use of the Fund’s resources to meet a 
large or sustained outflou of capital, and the Fund may request a 
Member to exercise controb to prevent such use of the resources of 
tlie Fund If, after receiving sudi a request, a Member faib to 
exercise appropriate controb the Fund may declare the Member 
ineligible to use the resources of the Fund 

(b) Nothing in tbs Section shall be deemed 

(I) to prevent the use of the resources of the Fund for capital 
transactions of reasonable amount required for the expansion 
of exports or m the ordinary course of trade, banking or other 
business, or 

(II) to affect capital movements which are met out of a Member’s 
own resources of gold and foragn exchange, but Members 
undertake that such capital movements will be in accord 
ance ^vlth the purposes of the Fund 

Section 2 Special provtstm for capital ijmfers — If the Fund s 
holdings of the currency of a Member have remained below seventy- 
five per cent of its quota for an immediately preceding penod of 
not less than six months, such Member, if it has not been declared 
ineligible to use the resources of the Fund under Section i of this 
Article, Article IV, Section 6, Artidc V, Section 5, or Article XV, 
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Section 2 (o), shall be entitled* notwithstanding the prfjvisioni of 
Section ! (a) of this Article to buy the currency of another Member 
from the Fund with its own currency for any purpose, including 
capital transfers Purchase for capital transfers under this Section 


holdings of the currency desired below seventy five per cent of the 
quota of the Member whose currency is desired 

Section 3 Centtob of tapild transfers '^Members may nercise 
such controls as are necessary to regubte international capital mo\ c 
ments, but no hfember may exercise these controls m a manner 
which v/ill restrict payments for current transactions or which will 
unduly delay transfers of funds in settlement of commitments except 
as provided in Artcle VII, Section 3 (6), and in Article XIV 
Section 2 

ARTICLE Vll— SCARCE COBRENOES 

Section 1 Crnrral scaraty of eirrency —If the Fund finds that a 
general scarciiy of a particular currency is developing, the Fund 
may so inform Members and may issuea report setting forth the causes 
of the scarcity and containing recommendations designed (0 bring it 
to an end A representative of the Member whose rurrency is involved 
shall participate m the preparation of the report 
Section 2 A/wwrt to stpUmA fA< Fmi s fiolJin^s of stota cmtmn 
-'■The Fund may, if it deems such action appropriate to replenish 
Its holdings of any Member s currency, take either or both of the 
following steps 

(i] Propose to the Member that, on terms and conditions agreed 
between the Fund and the Member the latter lend its cur* 
rency to the Fond or that, with the approval of the Member, 
the Fund borrow such currency from some other source 
cither within or outside the tcrriiorics of the Member, but 
no Afembvr jha/J hr undse any oWrgatwn to msks such Jtfsrw 
to the Fund or to approve the Arrowing of its currency by 
the Fund from any other source 

(11) Require the Member to sell its currency to the Fund foe 
gold 

SECT10N3 Scarcity of the Fund's holAnss— [a] If it becomes evident 
to the Fund that the demand for a Member s currency smously 
threatens the Fund s ability to supply that currency, the Fund, 
whether or rmt it has mued a report under Section i of this Article, 



APPENDIX D 


221 


shall formally declare such currency scarce and shall thenceforth 
apportion its existing and accruing supply of the scarce currency 
with due regard to the telaUve needs of Members, the general 
international economic situahon, and any other pertinent considera- 
tions The Fund shall also issue a report concerning its action 

( 4 ) A formal declaration under (a) above shall operate as an 
authorization to any Member, after consultation with the Fund, 
temporarily to impose hmitations on the freedom of exchange opera- 
tions in the scarce currency Sulgect to the provisions of Article IV, 
Sections 3 and 4, the Member ^all have complete junsdiction in 
determimng the nature of such limitations, btu diey shall he no more 
restrictive than is necessary to limit the demand for the scarce 
currency to the supply held by, or accruing to, the Member in 
question, and they shall be relaxed and removed as rapidly as 
conditions permit 

(c) The authorization under (i) above shall expire whenever 
the Fund formally declares the currency iii question to be no longer 
scarce 

Section 4 Admmislraim of talncltoju —Any Member imposing 
restnctiODs in respect of the currenc} of any other Member pursuant 
to the provisions of Section 3 {b) of this Article shall give sympathetic 
consideration to any representations by the other Member regarding 
the administration of such restrictions 

SccTiOV 5 Eject of other mlerjiational agreements on reslncltons ’~- 
Members agree not to invoke the obligations of any engagements 
entered into with other Members pnor to this Agreement in such a 
manner as will prevent the operation of the provisions of this Article 


ARTICLE Vm— GENERAL OBUGATIOSS OF ilEMDERS 
Section i Inlroductuin— In addition to the obligations assumed 
under other articles of this Agreement, each Member undertakes the 
obligations set out in tins Article 

Section 2 Avoidance of reslncttons m cmeat payments — (a) Subject 
to the provisions of Article VII, Section 3 {b), and Article XIV, 
Section 2, no Member shall, without the approval of the Fund, 
impose restrictions on the making of payments and transfers for 
current international transactions 
{b) Exchange contracts tidudi mvolvc the currency of any Member 
and which arc contrary to the exdiange control regulations of that 
Member maintained or imposed consistentlv wth this Agreement 
shall be unenforceable in the temtonesofany member In addition 
Members may by mutual accord, co operate in measures for the 
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purpose of making the achangc fontrolicguUtions of cither Member 
more effect vc, provided that such measures and regulations are 
consistent with this Agreement 

SscTio*? 3 Aioidamt «/ iam.mtiabpycurmtj —No Member 
shall engage in, or permit any of its fiscal agencies referred to m 
Article V, Section i, to engage in, any discriminatory currency 
arrangements or multiple currency practices except as authorised 
under this Agrcemerit or approved by the Fund If such arrange 
merits and practices are engaged m at the dale when this Agreement 
enters into force the hfembet concerned shall consult with the Fund 
as to their progressive removal unless they arc maintained or imposed 
under Article XIV, Section 2, in which case the provisions of Section 
4 of that Article shall apply 

SeCtiOh 4 Conwrliii/ily effemin held balances —(a) Each Member 
shall buy balances of its currency held by another Member if the 
latter, in requesting the purchase, rcpresaits 

(i)* that the balances to be brought have been recently acquired 
as a result of current transacuons, or 

(u) that their convcnton u needed for making payments for 
current tramactions 

The buying Member shall have the option to pay either in the 
currency of the Member making the request oi m gold 

(t) The obligation in (a) above shall not apply 

(i) when the convertibility of the balances has been restricted 
consistently with Section 2 of this Article, or Article VI, 
Section 3, or 

(ii) when the balances have aecomulatcd as a result of tram 
actions effected before the removal by a Member of restnc* 
tions mamlained or imposed under Article XIV, Section 2 , or 

(lu) when the balances Iwve been acquired coritrarv to the 
exchange regulations cS the Member ^vhlch is asked to buy 
them, or 

(iv) wVn the currency of the Member requesting the purchase 
has been declared scarce uridcr Article VII, Sccuon 3 (0) or 

(v) when the Member requested to make the purchase is for 
any reason not entitled to buy cunenues of other Members 
from the Fund for its Own currency 

Section 5 (Thu deals with the oM^tion of Members to furmsh 
the Fund with such mrormaiioa as it needs for its purposes ) 
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Sectiov 6 (Provides for consultation behveen Members regarding 
existing international agreements which may conflict in relation 
to temporary exchai^e restnebons ) 

ARTICLE IX 

(This provides for the Fund possessing full jundteal personality, 
for thenramunity from taxabon or cxecuhve mterference of all its 
property and assets wherever located ) 

ARTTCIf X 

(Provides for cooperabon wifli other mternational organisations ) 

ARTICLE X/— RELATIONS WITH NONMESfBER CODYTRiTS 

Section i Undertai-mgs regarding reltUim with non Member mnlnes 
— Fach Member undertakes 

(I) Not to engage m, nor to permit any of its fiscal agenaes 
referred to in Article V Section i, to engage in any trans 
actions with a non Member or with persons in a non 
Members territories which would be contrary to the 
provisions of this /^cement or the purposes of the bund, 

(II) Not to co-operate with a non Member or with penons m a 
non Member s terntones in practices which would be 
contrary to the provisions of this i^recmcnt or the purposes 
of the Fund and 

(lu) To co-operate with the Fund with a view to the application 
in Its territories of appropriate meieures to prevent transac 
tions ivith non Members or wth persons in their terntones 
wlucli would be contrary to tlic provisions of the Agreement 
or the purposes of the Fund 

Section 2 Reslrtctwns on tramachons mill non Member mnlnes — 
Nolhing m this Agreement shall affect the right of any Member to 
impose restrictions on cxdiangc transactiais ivith non Members or 
with persons in their terntones unless the Fund finds that such 
restnebons prejudice the mtcrcsts of Members and are contrary to 
tlie purposes of the Fund 

ARTICLE Xn— ORGANBAllON AKD HANAGESENT 

Section i Slruclure of the Fund — ^Thc Fund shall have a Board of 
Governors, Executive Directon, a Manning Director, and a staff 
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Section 2 Board oj Cownw^*) All powers of the Fund shall 
be vested in the Board of Governors, consisting cf one governor 
and one alternate appointed by each Member m such manner as 
It may determine Each governor and each alternate shall serve for 
five years, subject to the pleasure of the Member appointing him, 
and may be reappointed No alternate may vote c«cpt m the 
absence of h« principal The Board shall select one of the governors 
as chairman 

(fc) The Board of Governors may delegate to the Executive 
Directors authority to ewreue any povvere of the Board, except the 
power to 

(1) Admit new mcrabets and determine the conditions of their 
admission 

{») Approve a revision of quotas 

(ill) Approve a uniform change m the par value of the currcnaes 
of all members 

(iv) Make arrangements to cooperate with other international 
organisations (other than informal arrangements of a 
temporary or admmuiralive character). 

(v) Determine the dislnbution of the net income of the Fund 

(vi) Require a Member to withdraw 

(vii) Decide to liquidate the Fund 

(vii) Decide appeals from inie^reiaiion! of this agreement 
given by the EKCcutivc Directors 

(c) to (0 (Deal with detailed arrangements for the annual 
meeting and other biamess of the Board cf Governors ) 

Sfction 3 (Provides for not less than twelve Executive Directors 
of whom five ate to be elected by the five Members with largest 
quotas) 

Section 4 (Provides for llie scJeclion by the Ececuuvc Dirrcton 
of a Managing Director who shall tiol be a Governor or Executive 
Director He is to conduct the ordinary business of the Fund, subject 
to the general control of the Executive Dirccton and u to be respon- 
sible for the organisation, appointrocntand dismissal ofthe staff of the 
Fund He and the staff “shall owe their duty entirely to the Fund 
and to no other authority" ) 

Section 5 Each Member shall have two hundred 

and fifty votes plus one additional vote for each part of its quota 
equivalent to one hundred thomand United States dollars 

{b) \Vhenevcr voting u required under Article V, Section 4 
or 5, each member shall have the number of votes to which it is 
entitled Under (a) above, adjusted 
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(i) by the addition of one vote for the equivalent of each four 
hundred thousand United States dollars of net sales of its 
cunency up to the date when the vote is taken, or 
(11) by the subtraction of one vote for the equivalent of each 
four hundred thousand United States dollars of its net pur- 
chases of the currencies of other Members up to the date when 
the vote is taken, 

provided, that neither net purchases nor net sales shall be deemed 
at any time to exceed an amount equ^ to the quota of the Member 
involved 

(c) For the purpose of all computations under this Section, United 
States dollars shall be deemed to be of the weight and fineness in 
effect on July 1, 1944, adjusted for any umforra change under Article 
IV, Section 7, if a waiver is made under Section 8 {d) of that Article 
(t/) Except as othenvise specifically provided, all decisions of the 
Fund shall be made by a majonty of the votes cast 
SsenoN 6 (Provides for dit plaang )nto reserve or distributing 
of the Fund’s net income ) 

Section 7 (Provides for the publication of annual and other 
reports ) 

Section 8 (Provides for the communication of the Fund’s views 
to Members The Fund may also, by a two third s majority, publish 
Its views about the economic or monetary conditions of a Member, 
but such report must not involve ‘changes in the fundamental 
structure of the economic organisation of Members’ ) 

ARTICLE xni — OmCES AND DEPOSITORIES 
(This provides that the pnnapal office of the Fund sliall be m the 
territory of the member having the largest quota, 1 c the United 
States, and for agenacs or branch offices Each country is to dcsig 
nate its Central Bank as a depository for the Fund s holding of its 
currency and other assets may be held by the Fund in other selected 
depositories, at least half of such holdings of the Fund to be in the 
depository designated by the largest quota holder and at least forty 
per cent in depositories designated by the next four largest quota 
holders ) 

ARTICLE XlV — ^TRANSITIONAL PERIOD 

Section i InlroducUon —The Fund u. not intended to provide 
faalities for relief or reconstruction or to deal with international 
indebtedness arising out of the war 
Section 2 Exchange reslnclms —In the post-war transitional 
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period Members may, notvnthstandiBg the provisions of any other 
articles of this A|tcemeftt, maintaia and adapt to changing cir 
cumtances (and, m the case of Members whose territories have ken 
occupied by the enemy, introduce where necessary) rcstricUom tin 
payments and transfers for current inicmationai transactions 
Members shall, however, have conunuous regard in their foreign 
exchange policies to the purposes of the Fund, and, as soon as awi 
ditions permit, they shall take all possible measures to develop such 
ccmmcrcial and hnsncial atrangenttnts with other Members as will 
facilitate international payments and the maintenance of exchange 
stability In particular, Members shall wididraw restrictions mam 
tamed or tmpoted under this Section as toon as they arc satisfied 
that they will be able, in the absence of such restrictions, to settle 
their balance of payments m a manner which will not unduly 
encumber their accca to the resources of the Fund 

Section 3 T/dtifeafion U the Fund —Each Member shall notify 
the Fund before it becomes eligible under Axticlc XX Section 4 
(e) or (dl, to buy currency from the Fond, whether it intends to avail 
Itself of the trammonal arrangements in Section 2 of this Article, or 
whether it 1$ prepared to accept the obligations of Article VIII, 
Sections 3, and 4 A Member availing itself of the transitional 
arrangements shall notify the Fund as soon thereaAer as it is prepared 
to accept the above mcnitODed obligations 

Section 4 Aclm of the Fund rWatwg to rcitf ir/ioM —Not later than 
three years afier the date on which the Fund begins opeiatipns and 
in each year thereafter, the Fund shall report on the restntuoru 
still sn force under Section 2 of this Article Five years after the date 
on which the Fund begins operations, and in each year thereafter 
any Member stdl tctaining any restrictions incomistent with Article 
VIII, Secti 
retention 

tional circi ' 

conditions are favourable for the withdrawal of any particular 
restriction, or for the general abandonment ol rcltrictioni, incon* 
sistcnt with the provisions of any other article of this Agree 
merit The members shall be given a suitable time to reply 
to such rqjresentations If the Fund finds that the Member 
persists in maintaming restnctions which are inconsistent with the 
purposes of the Fund, the Member shaU be subject to Article XV, 
Section 2 (d) 

Section 5 Mlm of iransdimalpensd —In its relations with Mem 
bets, the Fund shall lecogusc that tbe post-war transitional periwJ 
will be one of change and adjustment and in mabng dtiuions 
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on requests occasioned thereby which arc presented by any Member 
It shall give the Member the benefit of any reasonable doubt 

ARTICLE XV — WITHDRAWAL FROM MEMBERSHIP 
Sectiov 1 Right of Members lo wilhdraiv —Rny Member may 
withdraw from the Fund at any time by transmitting a notice 
in wnting to tiie Fund at its pimapal office Withdrawal shall 
become effective on the date such notice is received 
SEcmou 2 Compulsory withdrawal — {a) If a Member fails to fulfil 
any of its obligations under this Agreement, the Fund may declare 
the Member ineligible to use the resources of the Fund Nothing 
m this Section shall be deemed lo limit the provisions of Article IV 
Section 6, Arucle V, Section 5, or Article VT, Section i 
(J) If, after the expiration of a reasonable penod the Mcmbe: 
persists in its failure to fulfil any of its obligations under tlus Agree 
ment, or a difference between a Member and the Fund under Arttcl' 
IV, Section 6, continues, that Member may be required to witlidrav 
from membership in the Fund by a decision of the Board of Governor 
earned by a majonty of the governors representing a majority of thi 
total voting power 

(c) Regulations shall be adopted to insure that before action i 
tahen against any Member under (a) or ( 4 ) above the ^Iembc^ shal 
be informed in reasonable time of (lie complaint against it and givei 
an adequate opportunity for stating its case, both orally and 11 
wnting 

Sectiov 3 Sctllemml of aamls with Members wilkdramg — ^Vhc! 
a Member withdraws from the Fund, normal iraiisactioas of thi 
Fund in its currency shall cease and settlement of all accounts bctwcci 
it and the Fund shall be made ivith reasonable dispatch by agreemen 
between it and the Fund If agreement is not reached promptly 
the provisions of Schedule D shall apply to the settlement of accounts 

ARTICLE XVI — EMERCENCV PROVISIONS 
Sectiov i {This provides for the temporary suspension up u 
120 days by the Executive Directois by unanimous vote the opcratior 
of IV 3 and 4 [b], V 2, 3, 7 and 8 (a) and {/), VI 2, XI i Tbi: 
suspension may be extended to 240 days by four-fifths of the Boarc 
of Governors, beyond that only by amendment of the Agreemen 
under Article XVII ) ' 

Section 2 (Provides for the lujmdation of the Fund ) 
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AKnCXJB XW— AWtNIalENTS 

(Ordinary amendments to the Agreement may he carried by three 
fifths of the Members having four fifths of the total voting power 
Amendments modifying the tight of vnthdrawal, the need for a 
Member s consent to a change in its quota, or a change m the par 
value of a Member s currency acept on its ovn proposal, must be 
earned unanimously ) 

ARTICLE XVlIt — IlfTERHlETATlOS 

(Questions of interpretation are to be submitted to the E'cccutive 
Directon, with appeal to the Covcmon whose dec siOn shall be 
final Disagreements between the Fund and a hfember which has 
Withdrawn, or during hqu dalion shall be referred to arbitration ) 

ARTICLE xre — ESPUNAUOV OF TERSI5 

(This deals with definittons of detailed points ] 

ARTICLE XX —FINAL PROVISIONS 

Section i £nfo' talt fcnu —The Agrcemerit shall enter into 
force when it has been signed on behalf of governments having 
63 per cent of the total of the quotas set forth m Schedule A 
and when the instrumenis relcncd to 1 1 b«tion 9 (ol of this Article 
have been deposited on their behalf, but m no event shall this 
Agreement enicr into force before May i, 1945 

StenoN 2 (0)— [dl (Mnor consequential details) 

(«) This Agreement shall remain open for signature at Washington 
on behalf of the gov ernments of the countries whose names arc set 
forth in Schedule A untd December 31, 1945 

ARcs December 31, S945 this Agrecmtnt shall be open for 
Signature on behalf of the government of any country whose Member' 
ship has been approved m accordance with Art clc II, Section 2 

(g) By their s gnature of this Agreement, all governments accept 
it both on their ovm behalf and w respect of all the t colonies, mef' 
seas terntories all territories under their protection, suzerainty or 
authority and all terntories m respect of whirh they exercise a man. 
date. 

Section 2 (A) and (»), and Section 3 (Deal with deta 1 and tviih 
the inauguration of the Fund, inrUiding the appointment of pro 
\ isional Executive Directors ) 

htenoN 4 Initial dttimmetm tf par ~(a) When the Fund 

is of the opinion that it will shortly be in a position to begin exchange 
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transactions, it shall so notify the Member and shall request each 
Member to communicate within thirty days the par value of its 
currency based on the rates of exchange prevailing on the sixtieth 
day before tJie entry into force of ths Agreement No Mcnilicr 
whose metropolitan terntory has been occupied by the enemy shall 
be required to make such a commimicat on while that temfoiy 
IS a theatre of major hostilities or for such period thereafter as the 
Fund may determine 

{b) to (j) (Minor consequential details and provisions for Mem 
bers whose metropolitan temlonts have been occupied by the 
enemy } 


SCHEDULE A— QUOTAS 

{In > olltm af UmUd Stales dellais) 


Australia 

'>00 

Iraq 

8 

Belgium 

225 

Lbena 


Bolivia 

10 

Luxenbourg 

10 

Brazil 

150 

Mexico 

90 

Canada 

300 

Ketbcrlands 

275 

Chle 

50 

Netv Zealand 

jO 

China 

550 

Nicaragua 

2 

Colombia 

50 

Nonxay 

50 

Costa Rica 

5 

Panama 


Cuba 

50 

Paraguay 

'> 

Czechoslovakia 


Peru 

25 

Denmark* 


Philippine 


Dominican Republic 

5 

Commonwealtli 

15 

Ecuador 

5 

Poland 


Egypt 

45 

Union of South Afnca 

too 

El Silvndor 

2 5 

Union of Soviet 


Ethiopia 

6 

Soaalist Republics 

I 200 

France 

450 

United Kingdom 

r 300 

Greece 

40 

United States 

2750 

Guatemala 

5 

Uniguay 

>5 

Haiti 

5 

Venezuela 

t5 

Honduras 

2 5 

Yugoslavia 

60 

Iceland 




India 

400 



Iran 

25 

Total 

8 800 


SenEDULE B 

{Deliilcd provisions for the repurchase by a Member of its currency 
held by the Fund ) 

sciirPDLC c 

(Provisions for the election of Executive Directors ) 

1 The quota of Denmark shall be delennined by the Fund after the 
Danish Government has declared its readiness to sign tlus Agreement 
but before signature lakes place 
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SCKECUU 0. 

(Settlement of afcoiuiu wth Membcn withdrawing. Section 4 of 
thu Schedule provides that a former Member is, in the absence 
of any special agreement, to redeoa any surplus of its currency held 
by the Fund, m gold or at its option in convertible currencies ) 

scmotiif £. 

(Detailed provisioru for liquidatK)! } 

iNTEJ-NAnOSAL BANS 
TO! 

RECovaTRuemoN and Development 

The Governments on whose behalf (he present Agreement 1$ 
signed agree as follows: 

tNTROnWPORY AKTlCLt 

The Imernational Bark for Reconstruction and Development u 
established and shall operate tn accordance with the following 
provisions' 

ARTICLE l.—niRPCStS 

The purposes of the Bank are: 

(i) To assist in the reconstruction and development of icrntories 
of Members by facilitating the invesiment of capital for 
productive purposes, including the restoration of economies 
destroyed or disrupted by war, the Tfconvcrsion of productive 
faciliiicj to peace-time needs and the encouragement of the 
development of productive facilities and resources in less 
developed countries. 

[n) To promote private fordgo investment by means of guaran- 
tees or participations in loans and other investments made 
by private investors; and when private capital is not available 
on reasonable terms, to suppteent private jnvestment by 
providing, on imtable oonditiotu, finance for productive 
purposes out of its own capital, funds raised by it and its 
other resources. 

(lu) To promote the long-range balanced growth of mtertiational 
trade and the maintenance of equilibrium in balances of 
paymenij by encouragu^ naennuottal investment for the 
development of the productive r«niirr« nf Vt^nhi-r?. 
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thereby assisting m raising productivity, the standard of 
living and conditions cJ labour in tlusr temtoncs 
(iv) To arrange the loans made or guaranteed by it in relation 
to international loans Uirough other channels so that the 
more useful and urgent prcgecls, large and small aliVc, mU 
be dealt iwth first 

(v) To conduct its operaDons wth due regard to the cficct of 
international inveimenl on business conditions in the 
temtones of Members and, in the immediate post ivir > ears, 
to assist in bringing about a smooth transition from a war- 
time to a peacetime etonoray 

The Ban> shall be guided m all its dcasions by the purposes set 
forth above 

AlinCLB n —MEMBERSHIP IN AND CAPITAI, OF THE BANK 

Section t (This provides for onginal membership by the original 
Members of the Fund and for subsequent participation ) 

Sections 2 to 6 —(The authorised capital slock is to be $ 10,000,000 
■which can be increased by a three fourths vote of the Board The 
minimum shares to be subsenbed are set out m Schedule A This 
differs chiefly from the subscriptions to the Fund in the United 
States subscription being $3 175 instead of $2,750 milbon ) 

Section 7 Method of piiymnl of stibscnpiions for shares —Payment 
of subscnptions Car shares shall be made m gold or United States 
dollars and in the currencies of the Members as follows 

(l) under Section 5 (i) of tbis Article, two per cent of the pnee 
of each share shall be payable m gold or United Stites 
dollars, and, ivhen calk are made, tlie remaining eighteen 
per cent shall be pawl m the currency of the Member, 

(u) when a call IS made under Section 5 (n) of this Article, 
payment may be made at the option of the Member either 
in gold, in United Sutes dollars or m the currency required 
to discharge the obligations of the Bank for the purpose 
for which the call is made, 

(m) when a Member makes payments in any currency under 
(1) and (11) aboie, such payments shall be made m amounts 
equal in value to the Member’s liability under the call This 
liability shall be a proportionate part of the subsenbed 
capital stock of the Bank, as authorised and defined in Section 
2 of this Article 

Suction S to 10 (Urtaik as to tune of payment, maintenance 
of the value of currency holdings and encumbering of shares ) 
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(Sctilement of accoants wiih Member* withdrawing Section 4 of 
thu Schedule provides that a former Member is, m the absence 
of any special agreement, to redeem any surplus of us currency held 
by the Fund, in gold Cr at its qption ta convertible currencies ) 

SCIIEDULS E 

(Detailed piovinoru for liquidaton) 

iNTEaNATioN^i Bawk 
son 

Reconstruction and Developuent 

The Goicmnients on whose behalf the present Agreement is 
signed agree as follows 

INTRODUCTORY ARTICLE 

The International Bank for Reconstruction and Development u 
established and shall operate m accordance with the following 
provisions 

ARHCIE I ^TORPOSES 

The purposes of the Bank are 

(i) To assist in the reconstruction and developmeot of territories 
of Nfembers by faciliiaimg the invatmcnt of capital for 
productive purposes including the restoration of economies 
destroyed or disrupted by war, the reconversion of productive 
facilities to peace time needs and the encouragement of the 
development of productive faciht cs and resources in less 
developed countries 

(ii) To promote private foreign investment by means of guaran 
tees or participations m loans and other investmcnU made 
by private investors and when private cap tal is not available 
on ftasonabk terms, to suppleraeut private investaent by 
providing on suitable condiions, finance for productive 
purposes out of its own capital, funds raised by it and its 
other resources 

( 11) To promote the loRg-rai^ balanced growth of international 
trade and the maintenance of ccju Iibiium in balances of 
payments by encouraging international investment for the 
development of the productive resources of Memben, 
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thereby assisting m rading productmty, the standard of 
living and conditions of labour m their temtories 

(iv) To arrange the loans made or guaranteed by it in rehtion 
to international loans through other channels so that the 
more useful and urgent projects, la:^c and small ahi e, will 
be dealt with first 

(v) To conduct its operations with due regard to the effect of 
international investment on business cond tions m the 
tewtones of Members and, in the immediate post war yean, 
to assist m bringing about a smooth transition from a war- 
time to a peacetime economy 

The Bank shall be guided in all its decisions by the purposes set 
forth above 

ARTIGLE H — ^fEMBERSHIP IN AND CAPCTAI- OF THE BANK 

Section r (This provides for original membership by the original 
Members of the Fund and for subsequent participation ) 

Sections 2 to 6 —(The authorised capital stock is to be $10 000,000 
which can be increased by a three fourths vole of the Board The 
mimmum shares to be subscribed are set out m Schedule A This 
differs chiefly from the subscnptions to the Timd m the United 
States subscription being $3 175 instead of $2,750 million ) 

Section 7 Method of p(^meni of subsenpUons for shares —Payment 
of subscriptions for sliares shall be made in gold or United States 
dollars and m the currencies of the Members as follows 

(i) under Section 5 (1) of this Artide, two per cent of the pnee 
of each share shall be papbic in gold or United States 
dollars, and when calls are made, the remaining eighteen 
per cent shall be paid m the currency of the Member , 

(u) when a call is made under Section 5 (u) of this Article, 
payment may be made nt the option of the Member either 
in gold, in United States dollare or m the currency required 
to discharge the obligations of the Bank for the purpose 
for which the call is made, 

(m) when a Member makes payments in any currency under 
(i) and (11) above, such payments shall be made in amounts 
equal in value to the J^^ber’s liability under the call This 
liability shall be a proportionate part of the subsenbed 
capital stock ofthe Bank, as authorised and defined in Section 
2 of tins Article 

Section 8 to 10 (Details as to tune of payment maintenance 
of the vilue of currency holdup and encumbering of shares ) 
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ARTICLE in— GENERAL PROVBKMB RELATING TO LOANS AND 
CUARAMTEU 

Section i Use «/ tettitTCes~[a\ Hic resources and Ihe faciiities 
of the Bank sliall be used ctdtisively for the benefit of Members 
with equitable consideration to’projects for development and pro- 
jerts for reconstruction alke 

For the purpose of faabtatmi the restoration and recon 
stmttion of the economy of members whose metropolitan temtoi;ies 
have suffered great devastation from enemy ocoipaUon or hostilit es, 
the Bank, in determining the conditions and terms of bam made to 
such Members, shall pay special regard to lightening the financial 
burden and evpediur^ the compleuoa of such restcration and 
reconstruction 

Section 3 Dealm^s bitinn Mtabns end the Bank —Bach Member 
shall deal with the Bank only through its Treasury central bank, 
stabilisation fund or other sunilar fiscal agency, and the Bank shall 
deal with Members only by or through the same agencies 

Section 3 Z-imdalw oi» pmaalew and ef the Bank —The 

total amount outstanding of guarantees, pariiopations in loans and 
direct loam rnade by the Bank shatt not be increased at any time, 
if by any such increase the total would exceed one hundred per cert 
of the unimpaired subscribed capital, reserves and surplus of tlie 
Bank 

SicnoN 4 Cmittieflj enoAifft the Bank fiwygtarait/e or Biai< Imu— 
The Bank may guarantee, parhapate m or make loans to any 
Member or any political subdivison thereof and any business, 
mdustnal, and agricultural enterprise mthc icrntoncs of a Member, 
subject to the following condinons 

(i) When the Member m whose terniones the project is located 
IS not Itself the borrower, the Member or the central bank 
or some comparaUe s^ency of the \Iember which is accept 
able to the Bari, folly goarantea the repayment of the 
pnnapal and the payment of interest and other charges on 
the loan 

(u) The Bank u satisfied that m the prevailing market conditions 
the borrower would be unaUc otherwise to obtain the loan 
under conditions wfuch 10 the opimou of the Bank are 
reasonable for the bonowet 

(la) A competent comtntttec, as provided for in Article V, 
Section y has submitted a wniten report recommending 
the project after a careful study of the merits of the proposal 
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(iv) In the opinion of the Bank the rate of interest and other 
charges are reasonable and such rate, charges and the 
schedule for repayment ol pnnapal are appropriate to the 
project 

(v) In making or guarantecu^ a loan, the Bank shall pay 
due regard to the prospects that the borrower, and, if tlie 
borrower is not a Member, that the guarantor, will be in a 
position to meet its obbgabons under the loan, and the Bank 
shall act prudently m the interest botli of the particular 
Member m whose terntones the project is located and of the 
Members as a whole 

(\i) In guaranteeing a loan made by other invcston, the Bank 
receives suitable compensation for its risk 

(vii} Loans made or guarantaed by the Bank shall, except in 
special circumstances, be for the purpose of specific projects 
of reconstruction or development 

Section 5 Use of loans guamleed, parlwpated tn or made by (he 
Bank —(a) The Bank shall impose no conditions that the proceeds 
of a loan shall be spent in (he terntones of any particular Member 
or Memben 

(i) The Bank shall make arrangements to ensure that the proceeds 
of any loan are used only for the purposes for which the loan was 
granted, with due attention to considerations of economy and 
efficiency and without regard to political or other non economic 
mfluences or considerations 

(c) In the case of loans made by the Bank, it shall open an account 
in the name of the borrower and the amount of the loan shall be 
credited to this account m the currency or currencies in which the 
loan IS made The borremer shall be permitted by the Bank to draiv 
on this account only to meet expenses m connection with the project 
as they are actually incurred 

Articles IV to XI and the Schedules deal with administrative 
details not directly relevant to the subject matter of this work 
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PROPOSALS FOR CONSIDERATION 

BY AN INTERNATIONAL CONFERENCE ON TRADE 
/\ND EMPLOYMEMT^^ 

Dee , J945, 

A NBED TOR INTERNATIONAL ECOSOWC CO-OPtRATION 

1 Collccuve measutes to jafcgoanl the people of the vorld 
against threats to peace and (0 icach just setUemccts of deputes 
among naticns must be based rot only on international machinery 
to deal directly with duputes and to prevent aggression, but also on 
economic ctKipcraiion among nations with the object of preventing 
and rcmownjg economic and social maladjiatmcnis, of achieving 
fairness and equity in economic rebuom between states, and of 
rauing the level of economic weh being among all peoples 

2 important contributions have already made towards 
the aitainroenl of these objectives The Toexi and Agnculiure 
Organisation of the Untied. Nations has been cstabluhrd An 
Intcrrahorul Monetary Fund to maintain reasonable exchange 
stabhty and faaliutte adjustment m the balance of payments of 
Membct countnes, and an tniernaiional Bank for Reconstruction 
and Devclorment to provide finanaal resources on a cooperative 
basis for those purposes arc awaiting the action of gmxmmcnts 
required for their citablwhtnent 

3 In order to reach the objectives of the Atlantic Charter and 
Article VU of the mutual^id agrecrocnis, it is essential that the 
cooperative economic measures already taken or recommended be 
supplemented by further measures rfealmg d rccily with trade bar 
ttcn and discriminatiow which stand in the way of an expansion 
of multilateral trade and by an undertaking on the prt of nauons 
to Seek full employment. 

4 OMjpcraine action with lopcct to trade and employment 
IS indispensable to the success of such other measures as those 
dealing with monetary and cichai^ stability and the flow of 
investment capital rflcctivc action m regard to employment and 
to trade barnen and discnmmauons must, therefore, be taVcti 
or the whole programme International economic coKiperation 
will fail, and an economic cnvironiiicnt conducive to the mmntenance 
of pciccful mtemationil relations will not be created 

* Ariiclcs and Jeclions summamcd are mclos'xl in brocket} 
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B PROPOSALS CONCERNING EMPLOYMENT 
Since high and stable levels of employment arc a necessary 
condition for an enlarged volume of tradcj and since problems 
of trade and employment are to be considered jointly at an inter 
national conference, the fol}o\mg propositions arc advanced 


Governing Pnmples 

1 It IS recogmsed that 

(a) In all countnes high and stable employment is a mam con- 
dition for the attainment of satislactoiy levels of living 

(i) The attainment of approximately full employment by the 
major industrial and traduig nations, and its maintenance 
on a reasonably assured basis, are essential to the expansion 
of international trade on which (he full prosperity of these 
and other nations depends, to the full realisation of the objec- 
tives of all liberal international agreements m such fields as 
corameraal policy, commodity problems, restrictive business 
practices, monetary stabilisation, and investment, and, 
therefore, to the preservation of world peace and security 

2 Domestic programmes to expand employment should be 
consistent vvith realisation of the purposes of liberal international 
agreements and compatible vnth the cconoimc well being of other 
nations 

3 If IS recognised that the adoption of the Bretton Woods Agree 
ments and of measures to reduce restrictions on trade will contnbute 
substantially to the maintenance of productive employment 

4 The Umted Nations have pledged, m the Charter of the 
United Nations Organisation to take joint and separate action in 
co-operation with ihc Organisation to achieve the economic and 
social purposes of the United Nations, including higher standards of 
hving, full employment, and conditions of economic and social 
progress and development 

Cffecimlm of Atmi 

There should be an undertaking that 

I Each of the signatory nations will take action, designed to 
» achieve and maintain full employment, withm its own junsdic 
tion, through measures appropnate to ib political and economic 
institutions 
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a N* nation Wl seek to ma ntain employment through memurcs 
which are likely to create unemployment in other countries 
or which arc incompatible w th international undertakings 
designed to promote an expanding volume of international 
trade and investment m accordance v<ith comparative cfflcien 
ties of production 

3 Signatory nations will make arrangements, both individually 
and collaborativcly under the general sponsorship of the 
Econom c and Social Council of the United Natit'ns Organisa 
tion, far the collection, analysis and e\change of mformit on 
on employment problems, trends and pobnes 

4 Signatory nations will, under the general sponsorsb p of ihe 
Economic and Social Council, consult regularly on employ 
merit problems and hold special conferences m of threat 
of wedespread unemployment 

C PROPOSALS CONCEWflHO Alt llmRNA'^OMA^ TRADE 
ORGANISATION 

Httd for cn Itaenutunal Trait Orguntiof of> 

1 Measures designed to effea an expansion of trad« we essential 

because of their direct contrbuton to maximum lev^b of employ 
lucnt production and consumption S nre such expansion can only 
be attained by collective measures, in continuous pperation and 
adaptable to economic changes, it is necessary to estabbsH permanent 
machinery for iniernational collaboraiion in maif^n affecting 
international commerce, with a view to ontinuous 'be 

provision of expert advice, the fcfftnulatton of agreed policies, 
procedures and plans, and to the development of agreed rules 
of conduct in regard to raatten afTectmg mlernaUon?^ 

2 It IS accordingly proposed that there be created an International 
Trade Organisation of the United Nations, the members of wh ch 
would undertake to conduct tbcir international comtnrrti^l policies 
and relations in accordance with agreed principles to be set forth 
mtheartclesoftheOrganisaiion These principles m order to make 
possible ari cffrctivc expansion of world production, employment, 
exchange and consumption, should 

(a) Provide an equitable basis (or deabng with the problems of 
governmental measires aScctmg international trade, 

( 5 ) Provide for the curb ng of restnctive trade prac'i'^” 
from private international business atrangemei^'s and 
(c) Govern the institution and operation of inter governmental 
commod ly anangenients 
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Proposed Inlemahonal Trade Organisalion 

There follows an outline of the pnnaplcs which it is proposed 
should be incorporated in the articles of (he Organisation 

Chapter I 

Purposes 

The purposes of the Organisation should be 

I To promote international commercial co operation by estab 
lishing maclunery for cpnsultation and collaboration among 
member governments regarding the solution of problems in the 
field of international commercial poliacs and relations 

a To enable Members to avoid recourse to measures destructive 
ofrvorld commerce by providing, on a reciprocal and mutually 
advantageous basis, expanding opportunities for their trade 
and economic development 

3 To facilitate access by all Members, on equal terms, to the 
trade and to the raw matenab of the world ivhich arc needed 
for their economic prosperity 

4 In genera], to promote national and international action 
for the expansion of the production, exchange and consumption, 
of goods, for the reduction of tariffs and other trade barriers 
and for the elumnation of all forms of discriminatory treatment 
in international commerce, thus contributing to an expanding 
tvorld economy, to the establishment and maintenance in 
all countnes of high leveb of employment and real income, 
and to the creation of economic conditions conducive to the 
maintenance of world peace 

Chapter II 

Membership 

The original Members of the Organisation should be those 
countnes participating in the Conference on Trade and Employ 
ment which accept membership 

Chapter III 

General Commercial Policy 
Section A General Commeraal Promrons 

Members should undertake 
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1 To accord to products uxqxxted ftoni other Members treatment 
no less favourable than that accorded to domestic products 
with regard to maticn affecimg the internal taxation and 
regulation of the trade ui goods 

2 To provide for products in transit throt^h their territories, 
coming from or going to other hfcrabers, freedem from customs 
and trans t duties fron unreasonable traiu t charges, and from 
discrinunatorj' treatwcflt of all kinds. 

3 To subsenbe to a general defin tion of the circumstances under 
which anti-dumpii^ and countcrvaihiig duties may properly 
be applied to products imported from other Members 

4 Togivecffect assoonaspracticafalc toagrcedprinapiesoftanff 
valuation designed to assure the use of true commercial values as 
a bisis for assessing duucs, and to co-operatc with other Mem 
bers and with the Organisation in working out internationally 
acceptable valuation procedures of a standardised charaettf 

5 To g ve efiect, as soon as practicable, to agreed principles 
looLirg towards the simplification of customs fomalMics with a 
view to eliminating unnecessary requirements which afford an 
indirect protect on to domestic products 

6 To ehounate excessive requirements regarding luatlu of ong n 
in so far as they affect products imported from other Membeis 

7 To refrain frem govemmentally financed or organised boycotts 
or campaigns designed to discourage directly or indirectly 
importation or comumption of products of other Members 

8 To provide for adquate publicity regarding laws and regula 
tions affecting foreign bade, and to maintain or establish 
national tribunals of an independent character to review and 
correct admiiustntive customs action 

9 To iransnut to the Organisation appropnatc trade inrormation 
and statutics 

It) To cc-operatc with the Organisation and with other Members 
in carrying out or implemenUng the art efcs of the OrganisaUon 

Sect on B Tmjs and Pr^mas 

I Impcut tmffs and pj/fireaas In the light of the prmciptw set 
forth m Article VII of tlw mutual aid agreements Members should 
enter into arrangements for the substantial reduction cf tariffs 
and for the elimination cF tariff preferences, action for the eliimnaticn 
of tanff preferences being Ulmn in conjunction with adequate 
measures for the substantial rcducium of barners to world trade, 
as part of the mutually advantageous arrangements contemplated 
in this document 
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As an initial step in the process of diminatiDg tanff preferences 
it should be agreed that 

(fl) Existing international commitments will not be permitted 
to stand in the rsay <£ action agreed upon \vith respect to 
tariff preferences 

(b) All negotiated reductions m mostfavourednation tanffs 
operate automatically to reduce or eliminate margins 
of preference 

(cj Margins of preference on any praiuct will in no case be 
increased and no new preferences wiU be introduced 

2 Export tariffs and prfferaica Export duties should be open 
to negotiation m the same way as import duties ifembers should 
undertake not to impose or maintain export duties wlucbdiiferentiate 
by reference to the destinations to which the goods are exported 

3 Emergency action Commitments with regard to tanfis should 
permit countnes to take temporary action to prevent sudden and 
widespread injury to the producers csmccraed Undertakings 
for reducing tariHs should therefore contain an escape clause to cover 
such contingencies 

Section C Qjmtitalm Trade Restrutions 

I General elmmalm of Qaanhlattve reslrtcUons Except as provided 
for elsewhere in this (^aptcr, members should undertake not to 
maintain any quotas, embaigoes, or other quantitative restrictions 
on their export or import trade wth other members This under 
taking should not, however, apply to the following 

(fl) Import and export prohibitions or restnctions, imposed 
during the early post war transitional penod, tvhich are 
essential to (a) the effiaent use of shipping space in short 
supply, (b) the equitable international distribution of products 
in short supply, or (c) the orderly liquidation of temporary 
surpluses of government stocks accumulated as a result of the 
war Such prohibitions and restnctions should be removed 
not later than three ycais after the close of iiostihties but 
provision should be made whereby this penod may be ex- 
tended with the concurrence of the Organisation 

(i) Export probbitions or restrictions temporarily imposed to 
relieve conditions of dstress in the exporting country caused 
by se\cre shortages offoodstufts or other essential products 
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(e) Export prohibitions or reanctions necessary to the application 
of suitable standards for the classification and grading of 
commodities in mtcmational commerce 

(if) Export or import quotas imposed under inter governmental 
commodity agreements conforming to the princaplcs set forth 
in Chapter V 

({) Import quotas on agncultural products, imported in any form, 
necessary to the enforcement of governmental measures 
whith operate (a) to restrict the quantities of Iib domestic 
products which may bcmitlewd or produced, or (j] to remove 
a temporary surplus of like domestic products by making such 
surpluses available 10 certain groups of domestic consumers 
free of charge or at prices beW the cutrent market level 
Such quotas should not be more restrictive than necessary, 
should be removed as soon as they cease to be necessary for 
the purposes of this sub*paragraph, and Should be made 
the subject of periodic consultation with the Organisation 
If such quotas arc allocated among sources of supply, they 
should be allocated fairly, on the bas s of imports dunng a 
previous representative penod, account being taken in so far 
as practicable of any special factors which may have affected or 
which may be affectir^ the trade m the product concerned 
Import quotas imposed under (0) of this subparagraph 
should not be such as would reduce imports relatively to 
domestic product on as compared with the proportion pre- 
vailing in a previous representanve period, account beu^ 
taken in so far as practicable of any special factort which may 
have affected or which may be affetting the trade in the 
product concerned 

2 ffeitnetiffw ft safegwd the balanct tf paymtnis Members con- 
fronted with an adverse balance of payments should be entitled to 
impose quantitative import rcsinctJoiB as an aid to the restoralirm 
of equilibnutn in the telance of laments Thu provuton should 
6 e operative unefet eontitiom ancf procedures fo 6 e agreed upon 
These conditions and pioccdurcx 

(0) should set forth entma and requirements in the hght of which 
balance*of payments restrictions might be -^’^ed, 


(t) should, as regards the use of such restnci le post w 

transitional penod, be framed on would 

designed to promote the maximum of wu 

lateral trade dunng that penod and t 
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be more restncti\ e of such trade than the principles applicable, 
under Article XIV of the International Monetary Fund 
Agreement, to the use of «diange restrictions in the transi- 
tional penod, 

(t) should provide for the determination of the transitional 
period for the purposes of sub pan^raph b, above, by a pro 
cedure analogous to that contained in Article XIV of the 
International Monetary Fund Agreement, 

[d) should provide for the full apphcation of non discrimination 
m the use of such restrictions after the transitional period, and 
{e) should make appropnate provision for mtcrnational consulta 
tion regarding balance of payments restrictions, whether 
imposed dunng the transitional penod or thereafter 

3 Egualily of tzeatment Quantitative restnctions imposed on 
balancc-of-payments grounds should be deemed non discnmmatoiy 
if they are admimsf cred on a basis which does not discriminate among 
sources of supply in respect of any imported product 

(fl) In the case of restnctions imposed id the form of quotas, 
Members imposing such quotas should publish the global 
amounts or values of the vanous products which will be per- 
mitted to be imported dunng a spunfied future period Any 
allocation of such quotas among sources of supply should be 
based insofar as practicable upon the proporuon of the total 
imports of the product in question supplied by the various 
Member countnes in a previous representative penod, account 
being taken of any speaal factors which may have affected 
or ivhich may be affecting the trade m that product 
(i) In the case of restnctions not imposed in the form of quotas, 
the Member imposing the restrictions should undertake to 
provide, upon the request of any other Member having an 
interest in the product concerned all relevant information 
as to the administration of the restnction, including informa 
tion as to the import licenses granted over a past period and 
the distribution of such licenses among sources of supply 
(c) Any Member should be entitled to raise witli the Organisation 
the question as to whether another Member was imposing 
balance of payments restnctions, whctlicr in the form of 
quota or othenvisc, in a manner not m harmony with the 
guiding principles stated above or m a manner which unneces- 
sanly injured its commerce, and the Member imposing the 
restrictions should undertake jn these circumstances to discuss 
the grounds on which it had acted 



APPENDIX £ 


242 

4 tnconmtibU cirrMtu The undcrtatings set forth m paragraph 
3, above, should not apply in cases in which their applicat on would 
have the effect of preventing a Member from utilising inconvertible 
currencies for buying needed imports 

5 Scarce emeveus and emmeta of Urnlorm kmng a common ^uoia 
m the Monetarji Fund Members should not be precluded by this 
Section from applyir^ quantitative restrictions (a) in pursuance of 
action which they may lalte under Article VII of the International 
Monetary Fund Agreement, lebting to scarce currencies, or (fe) m a 
manner designed to maintain the par value of the currenaea of 
territories having a common quota in the Monetary Fund, m accord- 
ance with Article XX, Section 4 (g) of that Agreement 

6 Applualm of ^uauftfafiw fMtnrftwu b) slaie-tradins orgamsotions 
The pTOvis ons of this Section relating to qjuantitative rCstnttions on 
imports for bahnec-of payments reasons should apply equally to the 
restriction of importi by state traduig organisations for the same 
reasons 

Section D Subsidies 

1 S'uhtdisr in giiural Subject to the provisioos of paragraphs 
3 and 3 below. Members granting any subsidy which operate} to 
increase exports or reduce imports should undertake to keep the 
Organisation informed as to the extent and nature of the subsidy, 
as to the reason tKeccfbc and as to the probable effects on, trade They 
should also be prepared in cases where, under procedures approved 
by the Organisation, it is agreed that senous injury to international 
trade threatens to result from the operation of the subsidy, to discuss 
with other Members or vnth the Organisation poss Wc hnutaUons 
on the quantity of the domestic product subsidised In this paragraph, 
the term subsidy" includes any form of internal income or price 
support 

2 Erporl siisidses Subject to the provisions ofparagiapb 3, below, 
members should undertake not to take any acton which would 
result in the sale of a product in export markets at a pnee lower 
^t.Ti tViU ttanpaiaUe pawx daxgei fer tbe k'Ji.e. ptodwA W Vwyers 
in the home market, due allowance bang made for differences m 
conditions and terms of sale, for differences in taxation, and for other 
differences affecting price comparabdity This Undertaking should 
take effect, at latest, within three years of the establishment of the 
Organisation If at the aid of that time any Member considers 
its^ unable to comply vnth the undertakings in respect of any 
particular commodity or commodities it should mform the Orgamsa 
tion, with an explanation of the reasons It should then be dcaded 



APPENDIX h 


243 

by consultation among the interested Members under procedures 
approved by the Organisation whether there should be some farther 
extension of time for the Member desiring it in respect of the com- 
modity or commodies concerned 

3 Commodities in surfios 

(a) When it IS determined, m accordance ivith procedures 
approved by the Orgaiuation, that a commodity is, or is 
likely to become m burdensome world surplus, tlie Members 
which arc important producers or consumers of the corn- 
inodity should agree to consult together wth a view to pro- 
moting consumption increases, to promoting the reduction 
of production through the diversion of resources from un- 
economic produdion, and to seeking, if necessary, the 
conclusion of an inter govemmcofal commodity arrangement 
in accordance with the principles of Cbaptei V 

{b) If, however, within a reasonable time to be agreed upon, 
such steps should fail of thar object, the provisions of para- 
graphs 1 and 2, above, should cease to apply to such product 
unUl such tunc as it has been agreed under procedures 
approved by the O^nisation that those provisions should be 
re-apphed to it 

(c) With regard to any export subsidies which may be imposed 
under sub-paragraph b, no Member should employ such 
subsidies so as to enlarge its share of the ivorld market, as 
compared with the share prevailing m a previous representa- 
tive period The question as to what period ivould be repre 
sentative in respect of the particular product concerned 
should be a subject for international consultation through the 
Organisation 

Section E Slate Trading 

1 Equality of trealmenl Members engagmg m state trading in any 
form should accord equality of frcaiment to all other Members 
To this end, Members should undertake that the foreign purchases 
and sales of their state-trading enterprises shall be influenced solely 
by commercial considerations, such as pnee, quality, marketabihty, 
transportation and terras of purchase or sale 

2 mnopolies of indmdud products Members maintaining a 
state monopoly in respect cf any product should undertake to 
negotiate, in the maimer contemplated for tanffs, the maximum 
protective margin between the landed pnee of the product and the 
pnee at which die produrt (of wlwtevcr or^u, domestic or foreign) 
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IS sold in the home market Mentis newly establishing such 
monopolies should agree Aot to aeatc protective margins greater 
than the tariffs which Tnay havt been negotiated m regard to those 
products Unless the product u sub|cct to rationing, the monopoly 
should ofTci for sale such quantities flie product as will be sufficient 
to satisfy the full domestic demand 
3 Complite stati irunopt^ks if fofttin traji As the counterpart 
of lanff reductions and other actions to encourage an expans on of 
multilateral trade by other Members, Members having a complete 
state monopoly of foreigu trade should undertake to purchase 
annually from Members, twi the hon-discnminatory basis referred 


Organisation 

Section r Exchmst Control 

(This provides in general terras that Members should abide 
by the exchange principles of the International Monetary Fund 
and for thu reason it should be required that the Organisation 
and the Fund have a Common Metntership ’ ) 

Section G Ctrurol EwpUoni 

(The undertakings of this Chapter must not be construpl as 
preventing the adoption of measures to protect morals, health 
relating to the traffic in arms, prison made goods, patents, articles 
of archaeological and artistic value, etc etc ) 

Section H Temtonal Application of Chopitr III 

1 Ciuionu iemtorus "nie prtmsiOM of Chapter 111 should apply 
to the customs temtones of the meraben If any Member has more 
than one customs territory under its junsdicUon, each customs 
territory should be considered a separate Member for the purpose of 
applying the provisions of Chapter III 

2 Frontiir Irafic and cusUm mom The proviaotis of Chapter III 
should Hot prevent any Member (a) from according advantages to 
adjacent countries in order to facilitate frontier traffic or (4) from 
joining a emtoras union, provided tlmt such customs union meets 
certain agreed criteria Memben proposing to join a customs union 
should consult with the Organisation and should make available 
to It such information as would enable it to make appropriate reports 
and recommendations 
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Chapter IV 

Restrictive Business Pjjacticss 
(This chapter deals witii the desirability of individual action 
and Internationa! co*operation to curb restrictive practices such as 
combinations or agreemeots to fix prices on terms of sale, divide 
markets, limit production or esporl, suppress technology or inven 
tion, discriminate against individual firms, etc ) 

Chapter V 

Intur Government Cojimoditv Arrangements 
(This chapter suggests special commodity studies, conferences 
and comirtodny agreements It contemplates that sudi agreements 
may involve restnctions on proclucnon or trade in order to avoid 
unilateral action tending to shift the burden on to other countries, to 
aJIeviale difficulties of adjustment and provide for an orderly solution 
of particular problems These may even apply m exceptional cir 
cumstances to industnal products in order to avoid widespread 
unemployment and undue hardship m a particular industry ) 

Chapter VI 
Organisation 

(The Organis&iion is to collect, analyse and publisli information 
regarding the operations of Chapter III-V and in regard to trade 
and commercial policy generally, to provide technical assistance 
to Members, to make recommendations, interpret the provisions 
of the proposed agreement, provide a mechanism for settling disputes, 
suggest further mtematHmal agreements designed to improve trade, 
etc 

It IS to comprise a Conference of all members which shall be the 
final authority to determine the pobaes of the Organisation and to 
exercise the powefs conferred iqwn it Each Member is to have one 
vote and decisions are normally to be by simple raajonty The 
Conference is to meet at least once a year 
The Conference is to delegate such powers as it may decide to an 
Executive Board of not more than eighteen Member states on which 
the most important should have pennanent seats These latter are 
to be more than a tlurd, but less than half of the total seats The 
Executive Board is to regulate its own procedure 
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The Executive Board is to appomt Commissions of C'tperts on 
Commercial Policy, Business Praci resand Commodities The chair- 
men of these Commissions to be non vobi^ Members of the Execu- 
tive Board and to participate la the deliberations of the Conference 
There is also to be an Industrial and Mineral Unit created by the 
Conference and responsible to the Executive Board 

The Conference on the nommation of the Executive Board u to 
appomt a Director General, who voU be head of the Secretariat, and 
three Deputy Directors General The Oi^nisaUon is to be brought 
into relation with the United Nations Organisation and with other 
international organisations on terms to be arrat^ed by the Executive 
Board subject to approval by the Conference ) 

Joint Statement by the United States and the 
United Kingdom regarOino the Undeestandinc Reached on 
CoMMPRaAn PoucY 
Deceniher, 1945 

The Secretary of State of the United States has made public 
to-day a document setting forth certain Proposals for consideration 
by an International Conference on Trade and Employment " These 
proposals have the endorsement of the Cxccutue branch ol the Gov- 
eminent of the United States and have been submitted to other 
governments as a basis for discussion prcliininary to the holding 
of Such a Conference 

Equally, the Government of the United Kingdom is in full agree 
merit on all important points in these proposals and accepts them 
as a basis for international discussion, and it will, in common with 
the Uniifed States Government, use its best endeavours to bung such 
discussions to a successful conclusion, m the light of the views 
expressed by other countries 

The two Governments have also agreed upon the procedures 
for the international negotiation and implementation of these pro 
posals To this end they have undertaken to begin prehminary 
nejotiauons at an early date between themselves and with other 
countiies for the purpose of developing concrete arrangements to 
carry out these proposals, inrluduig definitive measures for the 
relaxation of trade bamers of all kinds 

These negotiations will relate to tartlB and preferences, quantita 
tive restrictions, subsidies. State trading, cartels, and other types 
of trade barriers treated in the dooimcnt published by the United 
States and referred to above The negotiations will proceed m accord- 
ance with the principles laid down in that document 
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APPENDIX P 

REPORT or THE SECOND SESSION Of raE PREPARATORY COMMITTEE 
OF THE 

UNITED NATIONS CONFERTNCE ON TRADE AND EMPLOYMENT 

(Geneva Draft Report) 

The full text of this document has been issued as a Government 
publication (Cmd 7212) The main changes ui the original American 
Draft (Appendix E) have been explained m Chapter XI It may, 
however, be convement to set out in lull certain of the more important 
articles or paragraphs 

CHAPTER in 

(Articles &-15) 

This deals inth the special position of “relatively undeveloped” 
countries, laying down conditions for mvestment m such countnes, 
as well as admitting tlieir right (0 take special measures of a pro- 
tectionist, but not discriminatory, character in order to hasten 
their development 

ARTICLE 15 

PSErERENTIAL ARRANOEUENTS FOR BCONO\nC DEVELOPMENT 

1 The Members recognise that special circumstances may justify 
new preferential arrangements between two or more countries, 
not contemplating a customs union, m the interest of the pro- 
grammes of economic development or reconstruction of one or more 
such countries Subject to such limitations as it may impose, the 
Organisation may grant (by an affirmative vote of two-thi^ of tlie 
Members voting) an exception to the provisions of Chapter IV to 
permit such arrangements to be made 

2 Any Member or Membcis contemplating such an arrangement 
shall notify the Organisation thereof and shall transmit to it a written 
statement of the considerations in support of the adoption of the 
arrangement The Organuation shall then examine and give a 
decision concermng the proposal as if it had been submitted for its 
concurrence under Article 13 Any country which would be accorded 
preferential treatment by anodier country under the proposed 
arrangement shall be regarded as an applicant Member for the 
purpose of that Article 

The Delegation of'Bra2il entered a resenabon pending a decision on the 
question of voting requirements under this Article 

The Delegation of Cliile reserved its pcsition both with respect to the 
pnnciple of prior approval and with respect to the voting requirements 
ofatwo thirds majontyifthclattcris decided upon 
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CHAPTER IV 

CQUUERCtAL rOUCY 

ARTICLE 16 

GENERAL MOST'FAVOVREb-AATlOS TREATUE-VT 
j Witli respect to customs duties and charges of any kind imposed 
on or in connection \vith importation or rtporUtion or imposed on 
the international transfer of payments for imports or exports, and 

• ■»> . u 1 ._J 


for ali other Member countries rcspeetnely 


(fl) preferences m force ctclusivcl> between two or more of the 
territories luted in Annex A lo thu Charter, subject to the 
conditions set forth therein, 

(i) preference in force exdusiseJy bclwren two or more terniones 
which on I July 1939 vrere connected by common sortrcispity 
or relations of protection or suzcramiy and which arc luted 
in Annexes D, C, D and of this Charier, subject to the 
conditions set forth therein, 

(f) preferences »n force exdumrly between the l/nited Stales of 
America and the Republic of Cuba; 

((f) preferences m force csclusuely between nei^hbounng coun- 
tries luted in Annexes E, F and , . of this Charter 

3 TI1C margin of prcfcrciKC on any prodi/ct in respect of which a 
prcrcrence u perrmtted under paragraph 2 of thu Article shall not 
exceed (at the maximum margin provided for under the General 


u'l d AuiiiiKi di i na.ni lui iks,viiaiiiii, uu. ucIilui >1^111,111 •> t. • 

Tariffs and Trade, at the option of such Member. 
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Thp follo^ving kind? of customs action taken in accordance \vith estab 
Iished uniform procedures would not be contrary to a genera! binding of 
margins of preference 

(i) the re application to an nnporled product of a tanff classification 
orratcofduty properlyappltcabletoflich product m cases m which the 
application ofsuch classification or rate to such product was temporarily 
suspended or inopcratw e on i Apnl 1947 and 
(i ) tlieapphcationioaparticidarcommodity ofauriffitem oilier than 
that which was actually appbed to importations of that commodity on 
to April 1947 in cases in wheb the ta^ law dearly contemplates that 
such commraity may be classified under more thin one tiriff item 

The Delegations of Chile and Lebanon rcsened their positions on this 
Article 

Paragraph 2 

The delegations of Cuba rcsened its position in relation to preferences 
accorded by differential internal taxes 

ARTICLE 17 

REDUCTION OF TARIFTS AND EUMLNATION OF PRtrERENCES 
1 Each Member shall upon the request of the Organisation 
enter into and carry out with such other Member or Members as the 
Organisation may speafy, negotiations directed to the substantial 
reduction of tanifs and other charges on imports and exports and to 
the elimination of the preferences referred to m paragraph 2 of 
Article 16 on a reciprocal and mutually ad\antageous basis These 
negotiations shall proceed in aaordance with the following rules 
(<i) In the negotiations relating to any specific product 

(I) w hen a reduction is negotiated only in tlie most favoured 
nation rale, such reduction sltall operate automatically 
to reduce or eliminate the margin of preference applicable 
to tliat product, 

(II) when a reduction is negotiated only m the preferential 
rate the most favoured nation rate shall automatically 
be reduced to the artent of such reduction , 

(ill) when jt is agreed that reductions will be negotiated m 
both the most-favoured nation rate and the preferential 
rate, the reduction in each shall be that agreed by the 
parties to the n^otiations 
(iv) no margin of preference shall be increased 

[b] The binding of low tanfis or of tanff free treatment shall m 
principle be recognised as a concession equivalent m \ 5 1 
to the substantial reduction of high tariffs or the e* 

of tanff preferences 

(c) Accountshall be taken of any concessions which either Member 
IS already extending to the other Member by xnrtue of prexnous 
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CHAPTER IV 

COMUEROAt ROUCY 


ARTICLE i6 

GENERAL MOTT'FAVOURED-IIATIOV TREATMENT 
I With respect to ciuiiMm duties and charges of any kind mposrd 
on or in connection with importation or esportatjoi Cr imposed on 
the international transfer rf payments for imports or exports, and 
with respect to the method of levying such dutio and charges, and 
with respect to all rules and fomi^ities in connection with importa- 
tion and wportaiion, and wih respect In all matters referred to in 
paragraphs i and a of Article tB» any advantage, favour, privilege 
or immunity granted by any Member to any product ongirating 
m or destined for any other country, shall he accorded unmediattly 
and unconditionally to the lik product originating m or dcstuini 
for all other Mcrokr countries respectively 
s The provisions of paragraph i of this Article »hal{ not require 


following docnptions 

(fl) preferences m force exclusivelv between two or more of the 
terriiones listed m Annex A to this Charter, subject to the 
Conditions set forth thcrem, 

(A) preferences in force exclusively between two or more territories 
which on i July 1 539 vrcrc connected by common sovcrtignty 
Or relations of protection or suzerainty and which are luicd 
in Annexes D, C, D and of Ihu Chartex, iubjMt lo the 
conditions set forth therein, 

(f) preferences in force rtclimvely between the United Stales of 
Amenca and the Republic of Cuba, 

[d) preferences m force exclusively between rieighboiiring coun- 
tries luted in Annexes E, f and . . of this Charter. 

3 Tlic margin of preference on any product in respect of which a 
preference is permitted under paragraph 2 of this Article shall not 
exceed (al the maximum maipn provided for under the General 


I a Meiiiuei as a navis lui iifi,uu4iiiig tu uciimui iu,i.-v.i 
orifTs and Trade, at ihc option of wch Member. 
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niP following k nd? of customs action taken in accordance with estab 
lished un form procedures would not be contrary to a geneni binding of 
margins of preference 

(i) the re application to an imported product of a tanff clissification 
or rate of duty properly applicable to su A product mcasesiriMhichthe 
application of such classification or rate to such product was temporarily 
suspended or inoperative on i April 1947 and 
(11) theappiication to a particular commodity ofa tariff item oti cr than 
tint wh ch ivas actually applied to importations of that commodity on 
10 Apnl 1947 in cases m which the tanff law clearly contemplates that 
such commo hty may be classified under more than one tanff item 

The Delegations of Chile and Lebanon reserved dicir positions on this 
Article 

Paragraph '> 

The dclcgat ons of Cuba reserved its position m relation to preferences 
accorded by differential internal taxes 

ARTICLE 17 

REDUCTION OF TARIFFS AND EftMINATION OF PRTFERENOCS 
I Each Member shall upon the request of the Organisation 
enter into and carry out ivuh such other Member or Members as the 
Oiganisation may specify negotiations du-cctcd to the substantial 
reduction of tanffs and other charges on imports and exports and to 
the elimination of the preferences referred to in paragraph 9 of 
Article 16 on a reciprocal and mutually advantageous basis These 
negotiations shall proceed in accordance with the following rules 
(a) In the negotiations relating to any spcafic product 

(I) when a reduction is n^otiatcd only in the most favoured 
nation rate such reduction shall operate automatically 
to reduce or eliminate the maigin of preference applicable 
to that product 

(II) when a reduction is negotiated only in the preferential 
nte tile most favoured nation rate shall automatically 
be reduced to the extent of such reduction 

(m) when it is agreed that reduebons will be negotiated m 
both the mostfavourednabon rate and the preferential 
rate the reduction m each shall that agreed b 
parties to the negobations 
(iv) no margin of preference shall be increased 
( 4 ) Tlie binding of low tanffs or of tanff free treatment 
pnnciplc be recognised as a concession equivalent m 
to the substantial reduction of high tanffs or the ’ 
of tanff preferences 

(c) Account shall be taken ofany concesions which either ^ 
is already extending to the other Member by virtue of 
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CHAPTER IV 

COMMCROAL POUCY 


ARTICLE 16 

GENERAL MOST-FAVOURED NATION TREATMENT 

1 With respect to customs dutic* and charges of any kind imposed 
on or in connection svith impalaDOn or exportation or imposed on 
the intemaiional transfer of payments far imports or cxporis, and 
\ iih respect to the method of levying such duties and charges, and 
vnth respect to all rules and fomtalitica in connccnon \vith imporla 
lion and exportation ar ' '■ * *“ ” /• > 

paragrapl s i and a ot / 
or immuniiy granted b) * 
in or dest ned for any ot 
and uncondit onally to 
for all other hlembet countnes respectively 


follov/ing descriptions 

(fl) preferences in force cxclusivelv between two or more of the 
terntonea listed in Annex A to this Charter subject to the 
conditiom set forth theren, 

(b) preferences m force cxdujivcly between two or more temtoncs 
which on I July 1935 were connected by commori sovereignty 
or relations of protection or suzerainty and which are listed 
m Annexes B G, D and of this Charter subject to the 
cond lions set forth therein, 

(e) preferences in force cxclus vely between the United S ates of 
America and the Republic of Cuba, 

(d) preferences m force exchisively between neighbouring coun 
tries listed in Annexes £ F and of this Charter 

3 Tlie margin of ptoference 00 any prodifet m respect of which a 
preference u permitted under paragraph 2 of this Article shall not 
exceed {a\ the maximum margin provided for under the General 
Agreement on Tanfis and Trade or any subsequent opcran\*e agree 
ment resulting from negotiations under Article 17, or (i) if 
vidcd for under such agreements the margin existing cdher on 
to April 19^7 or on such earlier date as may hive been cStablisbed 
for a Member as a basis for negotiating the General Agreement on 
Ta ifTs and Trade, at the option of such Member 
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The following kinds of customs action, taken in accordance ^vilh estab- 
lished uniform procedures, would not be contrary to a genenl binding of 
margins of preference 

(1) the re application to an unported product of a tariff classification 
or rate of dutj , properly applicable to such product, in cases m which the 
applicafton ofsuch classification or rate to such product tvas temporarily 
suspended or inoperative on 1 April 194.7, 

(11} Uie applicauon to a particular commodity ofa (anff item other than 
that v\ hich vs as actually applied to imporfatioav of that commodity on 
10 April 1947, m cases in which the fanff hw dearly contemplates that 
such commodity may be classified under more than one tariff item 


The Del^ations of Chile and Lebanon resened their positions on this 
Arude 

Pmgrnph 2 

Tiic dcli^ttons of Cuba reseivcd its position m relation to preferences 
accorded by differenttal internal tix« 

ARTICLE 17 

AEDUmOb or TARIFFS AND EUMJNATION OF PREFERENDES 

I Each Member shall, upon the request of the Organisation, 
enter into and cany out with such other Member or Members as the 
Organisation may speafy, ncgouations directed to the substantial 
reduction of tariffs and other chaigcs on imports and exports and to 
the elimination of the preferences referred to m paragraph 2 of 
Article 16 on a reciprocal and mutually advantageous basis These 
negotiations shall proceed in accordance with the following rules 

(а) In the negotiations relating to any speafic product 

(i) w hen a reduction is negotiated only in the most favoured- 
nation rate, such reduction shall operate automatically 
to reduce or eluninatc the margin of preference applicable 
to that product, 

(n) when a reduction is negotiated only m the preferential 
rate, the most-fevoured nation rate shall automatically 
be reduced to the extent of such reduction, 

(ill) when it is agreed that reductions will be negotiated in 
both the most favoured-nation rate and the preferential 
rate, the reduction in each shaU be that agreed by the 
parties to the negotiations, 

(iv) no margin of preference be increased 

(б) The bindmg of low tanffi or rf tanff free treatment shall in 
principle be recognised as a concession equivalent m value 
to the substantial reduction of high tanffs or the elimination 
of tanff preferences 

(c) Account shall be taken of any concessions which either Member 
IS already extending to the other Member by virtue of previous 
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finjoitatsAra rt^ardms unlEi and prcrffcrm rFumiini ift 

jhi» .\fiitk 

[d) Iltr rnultJ of iu<h nntotiatKMM iHall lie ihcorporaStd In lltf 
CenmJ Agrrment cn TanTi andTtadc J gnrtl at ......... 

on iyi7 bv agrccrarni »nili ihc pnrtin lu ih'j? 

A;fffrmeri. and therntpon the prnn 10 «it<h nesoiiation 
Irrome tontwting prim to Urc General .\^rfraerl 
on Tanff Trade if they are not so alrcaii^. 


gmeralnnl 10 all mmiben m acronlanrt Hiili Anicle iG 
The Cuban Dcir^aiion rmnnliiipmilion. 


Pitagta'k I 

Hie undtTtaVir^ 10 ncRoiiale regirding prerermcn B'twanlv Implies 
that pnor inicmMienal (oenimtmenla to Biant parnoiUr prffrrmcn mil 
not Ijc pemiiml to fpuitrate il»e underusing w ncjp^tiate i er ilus teiwn 
the prtnuioni of tiib’pragwpli 1 of tfie Ntv \orl draft liase Im 
oinitinl ftoin ilie < Jijfter as bnne imptiru 
OlAiwisly anv agietmeot reached alTectmi: prrfemKO wosuled for m 
any poor eommitmeni in-puld mjujrr, in onjir to imrlnnrTit«l, inch 


j ii any Meiiiun u'liuuen iiui any uuivr .Mciiiu't i.u uiieu in 
fulfil Its obligatiora under pnmph i of tins Article, such Member 
may refer the nutter to the Oof'nbation, iduch after inxciti^itlon, 
jlull make appreprnte raotnmcndaiiom to tlic Mrm’jcn concrrncrl 
If the Orpmoiion finds tlat a Memlier has tiilnl ftuhout tufTicient 
jitUificalion, hiyinR regard tom economie positiori .ami the ptwiiiom 
of the Oiartcr ai a hole, to carry out nejrouatiotisvMihm a rf.a»on* 
able penotl of time m acconiance with the rrquireinrnu of paracraph 
I of tins ,\rlie!e, the Orpmsation in>y deterrume tliai any MembeT 
or Member* shall, not wiIisUtHlirig the proMHons of Article lO, Irc 
entitled to wiihlioM from the trade of the oilier Member any of the 
tanfflienerits vnhicli may hate liecn ncgotuietl pmuant to para* 
paph i of this Article, arid cmbwliril in fan I of the Grneral 


1 1 ■ t 


drawalurccatcdbythcOrgitusaUMU v.. .. 
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3 The provisions of this Article shall operate in accordance with 
the provisions of Article 81 


ARTICLE 20 

GENERAL FUMINATION OF QUANTITATItE RESTRICTIONS 

1 Ino prohibitions or restncboiis other than duties taxes or other 
charges, whether made effective through quotas, import or export 
licences or other measures shall be insUtut^ or maintained by any 
Member on the importation of any product of any otlier Member 
country or on the exportation or side for export of any product 
destined for any other Member country 

2 The provisions of paragraph i of this Article shall not extend 
to the following 

(a) ex-port prohibiOons or restnctions temporarily applied to 
prevent or reheve cntical shortages of foodstuffs or other 
products essential to the exporting Member country, 

(i) import and export prohibitions or restrictions necessary to the 
application of standards or regulations for the classification 
grading or marketing of comroi^Ucs in international trade if 
in the opinion of the Organisation, the standards or regulations 
adopted by a Member under this sub paragraph liave an 
unduly restnctii e effect on trade the Organisation may request 
the Member to revise the standards or regulations Provid'd 
that It shall not request the revision of standards mternationallv 
agreed under paragraph 7 of Article 38 

The Cuban Deleganon resmed iis position m vieiv of the rejection of its 
proposal for exccpimg restnctions up to 50 per cent of domestic consumma 
(ion for promoting the maintenance development or reconstnicuon of an 
industry 

The Chinese and Lebanese Delations reserved their position in respect 
of the proposal by the Chinese Delegation to add a sub paragraph 2 [d) 
providing a procedure for relcTsing a Member without the pnor appros al 
of the Organisation from the obligation to refrain from import restrictions 
when the mdustry in quesuon is of vital importance 

(c) import restrictions on any agncultural or fishenes product 
imported in any form necessary to the enforcement of govern 
mental measures tvhich operate 

fi) to restnet the quantities permitted to be marketed or 
produced of the hke domestic product or, if there is no 
substantial domestic production of the hke product, of a 
domestic product for tduch the imported product can 
be directly substituted or 
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(u) to remove a temporary surplus of the like domestic pro- 
duct, or, if there u no su^Untial domestic production 
of the like product, of a domatic product for which the 
imported products can be direttly substituted, by making 
the surplus available to certain groups of domestic con 
sumcn free of charge or at prices below the current 
market level, or 

(in) to restrict the quantities permitted to be produced of any 
anuual product the production of wmch is directly 
dependent, wholly or mainly, on the imported commodity 
if the domestic production <£ that commodity u relatively 
negligible 

Any Member applying restrictions on the importation of any 
product pursuant to this sub paragrapli shall give public notice 
of the total quantity or value of the product permitted to be 
imported during a specified future period and of any change 
in such quantity or value Moreover, any restrictions applied 
under (i) above shall not be such as will reduce the total of 
imports relative to the total of domestic production, as compared 
with the prooottion which might reasonably be expected to rule 
between the two in the absence of restnctions In determining 
this proportion, the Member shall pay due regard to the pro- 
portion prevailing dunng a previous reproenutive period, 
and to anv special factors which may have afTecicd or may be 
affecting the trade m the product concerned 

3 Throughout this Section the terms “import restrictions or 
“export restnctions” include leslnclions made effective through 
State-trading operations 

ARTICLE 31 


desired 

ARTICLE 23 §|i-3 

NON DISCRIMIXATORV ADMINISTRATION OF qUANTITATIVE RESIWCnONS 

1 No prohibition or restrKtion shall be applied by any Member 
on the importation of any product of any other Member country or 
on the exportation of any product destined for any other Member 
country, unless the importation of the like product of all third 
countries or the exportation of the like product to all third countries 
IS similarly prohibited or restneted 

2 In applying import restnctions to^nv product, Members shall 
aim at a distribution of trade in such product approaching as closely 
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as possible to the shares which the vanous Member countnts might 
b^* expected to obtain in the absence of such lestnctions, and to this 
end shall observe the foUowm g pnivisioiis 

(a) wherever practicable, quotas rqircscnting the total amount of 
permitted imports (whether^ allocated among supplying 
countnes or not) shall be fixed, and notice given of tlieir 
amount in accordance inth paragraph 3 (b) of tins Article, 

(i) in cases in which quotas are not practicable, the restrictions 
may be applied by means of import licences or permits 
without a quota, 

(c) Members shall not, except for purposes of operating quotas 
allocated in accordance with sub-paragraph (d) of this 
paragraph, require that import licences or permits be utilised 
for the importation of the product concerned from a par- 
ticular country or source, 

(rf) in cases in which a quota is allocated among supplying 
countnes, the Member applying the restrictions may seek 
agreement with respect to the allocauon of shares in the quota 
■with all other Membcre having a substantia! interest in 
supplying the product concerned In cases in which this 
method is not reasonably practicable, the Member concerned 
shall allot to ^Member countnes having a substantial interest 
in supplying the product, shares based upon the proportions, 
supplied fay such hfember countnes dunng a previous repre- 
sentative period, of the total quantity or value of imports of 
the product, due account being taken of any special factors 
ivhich may have aflected or may be affecting the trade m the 
product No conditions or formalities shall be imposed i^hich 
ivould prevent any Member from utilising fully the share of 
any such total quantity or value which has been allotted to it, 
subject to importation bcii^ made ivithin any presenbed 
penod to which the quota may relate 

PoTagraph 2,sub’paTagrBph {d) 

Tlic Preparatory Committee omitted the phrase establishing com 
mercial considerations as a rule fin- thcallocabon of quotas because it was 
considered that its application by govemmcmal authonties might not 
always be practicable Moreover, m cases where it tvas practicable a 
Member could apply this consideration m the process ofsccbng agreement 
consistently \Mt!i the general rule laid down in the opemng sentence of 
paragraph 2 

ARTICLE 23 

EXCEPTIONS TO THE RULE OF NON-DISCRUnNATlON 

I (fl) The Members recognise that when a substantial and wide- 
spread disequihbnum prevails m mtemational trade and payments 
a Member applying restrictions under Article 21 may be able to 
increase its imports from certam sources without unduly depleting 
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Its monetary reserves, if permuted to depart from tlic provisions of 
Article 22 The Members aho recognise the need for dose limitation 
of such departures so ai not to handicap achicveirent of multilateral 
international trade 

{t) Accordingly, when a lubstantial and widespread dBeumlibrium 
prctails m international trade and payments a Member applying 
import restrictions under Artide ai may relax such restrictions in a 
manner which departs from the provisions of Artide aa to the cstent 
necasarv to obta n additional imports above the maximum total of 
imports which « could afford in the light of the requirertictils of 
paragraph 2 of Artjdc2i if its restnciiomMcre fully consist^it with 
Article 22, Pmidid that 


[0 levels of delivered prices for products to imported are not 
established substantially higher than those ruling for com 
parable goods regularly available from other Membets, 
and that anv excess of such pr cc Icveb for products 10 im- 
ported IS progressively reduced over a reasonable period, 
(11) the Member taking such action does not do so as part of any 
atrangwnent by which the gold or converuble currency 
which the Member currently receives directly or indirectly 
from Its exports to other Memben not party to the arrange- 
mcni u appreciably reduced below the level it could otherwise 
have been reasonably expccteci to attain, 

(ill) such action does not cause unnecessary damage to the com* 
mcrcial or economic interests of any other Member 

(c) Any Member taking action under ibis paragraph shall observe 
the principles of sub-paragraph (M of this paragraph A Member 
shall desist from transactions wbeh i»ove to be inconsutcnt with 


rtscrvatign 

riie Belgian Delegation reserved its posihon pending csammition of the 
Charter as i whole by the Belgian Govmuncnt 
((/) Members undertake m framir^ and carrying out any pro- 
grarnmes for additional importe under this paragraph to pay due 
regard to the need to fac^late the tcriniflation of any eschangc 
arrangements which deviate from the obligations of Sections 2, 3 
arid4 of Article VIII of the Arijcla of Agreement of the International 
Monetary fund and to the need to r«tOfc equilibrium m th«r 
balances of paymeriLs on a sound and lasting basis 
2 Any Member taking action under paragraph i of this Article 
shall keep the Organisation regularly informed regarding such action 
and shall provide such available rdevant itiformatioti as the Organisa- 
tion may request 
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3 (a) Not kter than i March 1952 (Sic icars after the date m 
which the International Monetary Fund began operations) and in 
each year thereafter, any Manbcr maintaining or proposing to 
institute action under paragraph i of this ArUcle shall seek the 
approval of the Organisation, which shall thereupon determine 
whether the circumstances of the Member justify the maintenance 
or institution of action by it under paragraph i of this Article After 
I March 1952 no M'‘mber shall mamtain or institute such action 
ivithout determination by the Organisation that the Members 
arcumstances justify the mamtenance or institution of such action, 
as the case may he, and the subsequent mamtenance or institution 
of such action by the Member sh^ be subject to any limitations 
which the Organisation may presenbe for the purpose of ensuring 
compliance with the provisions of paragraph i of this Article, 
Provided that the Organisation shall not require that prior approval 
be obtained for individual transactions 

(6) If at any time the Organisation finds that import restrictions 
are being applied fay a Member m a discnrainatory manner incon- 
sistent with the exceptions provided for under paragraph i of this 
Article, the Member shall, within sixty days, remove the discnmina- 
tjon or modify it as speaSed by the Oiganisation, Provided that any 
action under paragraph i of Urn Article, to the extent that it has been 
approved by the Organbation under sub paragraph (a) of this 
paragraph or to the extent that it has been approved by the Organisa- 
tion at the request of a Member under a procedure analogous to 
that of paragraph 4 (c) of Article 21, shall not be open to challenge 
under this sub paragraph or under paragraph 4 (d) of Article 21 
on the ground that it is inconsistent with ^ticle 22 « 

(c) Not later than r March 1950, and in each year thereafter so 
long as any Members are taking action under paragraph i of this 
Article, the Organisation shall report on the action still taken by 
Members under that paragraph On or* about l March 195a, and 
m each year thereafter so long as any Members are taking action 
under paragraph i of this Arftdc, and at such tunes thereafter as the 
Organisation may decide, the Organisation shall review the quesbon 
of whether there then exists such a substantial and widespread 
disequilibnum in lotcmattonal trade and payments as to justify 
resort to paragraph i of this Article by Members If it appears at 
any date pnor to i March 1952 that there has been a suhstanual 
and general improvement m internabonal trade and payments, 
the Orgamsabon may renew the situation at that date If, as a 
result of any such renew, the Orgamsabon determines that no such 
disequilibnum exists, the provisions of paragrapli i of this Article 
shall be suspended, and all actions authonsed thereunder shall cease 
six months after such deterrainabon 

4 The provisions of Article 22 shall not preclude restnctions m 
accordance with Article 21 which eafiie^ 
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(a) are applied a^a nst imports from other countries, but not as 
among themselves, by a group of territories having a common 
quota m the Internatiomil Monetwy Fund on condition that 
such restrictions are m all other respects consistent with 
Article 22 or 

(i) ■ ^ * ---- ■ - 


■i 

(а) restrictions with equivalent effect to exchange restrictions 
authorised under Section 3 (&) of Article VII of the Articles 
of Agreement of the International Monetary Fund, or 

(б) restrictions under the preferential arrangements provided for 
in Annex A of tins Charter, subject to the conditions set forth therein 

ARTICLE 24 

This deab with achangc arrangements and prescribes that 
Memben must jom the rntemanonal Monetary Fund or enter into 
a spccnl enchangfi arrangement with the Ojgamsabon 

ARTICLES 25-29 

SUBStOIES 

The most important provisions here arc those of paragraphs 1 
and 2 of Article 26 

ARTICLE 26 

ADnmoiAL pRovmOHs on export simsiDits 

1 No Member shall grant, directly Or indirectly, any subsidy on 
the exportation of any product, or establish or maintain any other 
system, which subsidy or system results in the sale of such product 
for export at a price Ipwer than the comparable price charged for 
the like product to buyers in the domestic market, due allowance 
being made for differences m the condibota and terms of sale, for 
differences m taxation, and for other differences affecting pnee 
comparability 

2 Notwithstanding the provuiom of paragraph i of this Article a 
Member may exempt exported products from duties or taxes imposed 
in repect of like products when consumed domestically, or may 
remit such duties or taxes which have accrued The use of the pro 
cecds of such duties or taxes to make payments to domestic producers, 
however, shall be considered as a case under Article 25 except in 
so far as such payments subsidise exportation, m the sense of para- 
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ARTIGLES 30 AND ji 

STATE TRADING 

The provisions of these articles arc substantially to the same effect 
\Vitse of the wtK the <«ai5s«Kv of the ohUgatm 

on members having a complete monc^oly of foreign trade to negotiate 
wth other members for the annual purchase on non-discnminatory 
lines of an aggregate total value their products 

\ note to 30 I (fc) says that a country receiving a tied loan is 
free to take this loan into account as a commercial consideration 
when purcliasmg requirements abroad 

ARTICLE 42 

TERRITORIAL APPLICATION OF CHAPTER IV— FRONTIER TRAFFIC- 
CUSTOMS UNIONS 

1 Tlie rights and obligations arising under this Cliaptcr shall be 
deemed to be m force between each and every territory iviiich is a 
separate customs territory and in respect of which this Charter has 
been accepted by a Member in accordance with Article 99 
9 The provisions of this Chapter shall not he construed to prevent 

(fl) advantages accorded by any Member to adjacent countries 
inordertofacihtatefrontiertraffic or 
(fi) the formation of a customs union or tlie adoption of an mtcnm 
agreement necessary for the attainment of a customs un on 
Pmdid that the duties and other n^ations of commerce 
imposed by or any margins of preference mamtamed by 
any such union or agreement in respect of trade with Members 
of the Organisation shall not on the whole be higher or more 
stringent than the average level of the duties and regulations of 
commerce or maigins of preference apphcable in the con 
stituent temtoncs prior to the formation of such union or the 
adoption of such agreement and Prmided further that any such 
mtenm agreement shall include a definite plan and schedule 
for the attainment of such a customs union within a reasonable 
length of time 

3 (rt) Any Member proposing to enter into a customs union shall 
consult with the Organisation and shall make available to it such 
11 formation regarding the proposed umon as will enable the Organi 
sation to make such reports and recommendations to Members as 
it may deem appropriate 

{b) ^o Member shall institute or maintain any mtcnm agreement 
under the provisions of paragraph 9 (J) of this Arude if after a study 
of the plan and schedule propose 1 in such agreement the Organisa 
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understood to mean any temioiy with respect to which separate 
tarifis of other rtgulatiom ttf conunerce arc maintained for a sub- 
s antial part of the trade of such tcmtory with other temtona A 
customs union shall be understood to mean the sutBulution of a 


arc appbed by each of the laemben of the union to the trade of 
tctriiones not included in the union 

ARTICLE 81 
THE lAIilFP COiOOTTEE 

1 There shall be a Tariff Commiiiee which shall act on behalf 


'' 3 [Provisions relating to the voting power of each matberj 

4 [Provisions relating to the majority of votes required for deci- 
sions the Committee] 

5 The Committee shall adopt its own rules of procedmt, including 
provision for the election of its officers 

ATPBNDI'^ G 

SUMMARY OF THE GENERAL REPORT 
OF THE COMMITTEE OF EUROPEAN ECONOMIC 
CO OPERATION* 

CHAPTER! 

HlSTOWCAL WIBODUCnON 

This ciiAmR gives a general bistonca! background to the work 
of the Committee and 

(1) desenbes the wealh and productivity of Western Europe 
before the war and the d^Jeadence of thu wealth upon 
* By knd pefHussiQB ol Th Ecctm si 
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a high degree of international trade and of internal division 
of labour, 

(ii) dcscnbcs the shattering this delicate mechanism by tlie 
Avar and by pcst-war shortages, 

(m) gi\es an account of the remarkable degree of recovery 
aclueved immediately after the vvar thanb to self help, 
American aid and the wort of UNNRA 

(iv) explains the reasons for ‘he setback in recovery after the hard 
winter and drought of 1947 winch has taken the form of an 
exhaustion of gold and dollar reserves at a time of great 
dependence upon the American continent, 

(v) and outlines the vanous steps taken by Mr Marshall and 
others to brmg about the Pans Gorilrcncc 

CaiATTER II 

THE EUROPEAN RECOVERY PROGRAMME 
The recovery programme is based upon four points 

(3) a strong productive effort by each of the participating 
countnes, 

(11) the creation of internal financial stability, 

(m) the maximum cooperation between the participating 
• countnes, 

(iv) a solution of the problem of the paroapating countries' 
trading dedcit with the Amencan continent, particularly 
by exports 

The scale of the productive effort required represents an expansion 
of output similar in general scale to that achieved by the United 
States in the mobilisation years 1940-44, when coal output was 
increased by 34 per cent, steel output by 31 per cent, electric pmver 
by 61 per cent The corresponding figures for Europe are 33 per 
cent, 60 per cent and 44 per cent Europe 8 resources are insufficient 
to supply all the matoi^ of recovery At the same time neither 
Eastern Europe nor South East Asia can produce their pre war 
share of Europe s imports This fact enhances Europe s dependence 
upon suppbes from the American contment and hence upon dollars 
Without a solution of the dollar problem, there can be no effective 
recovery 

CHAPTER m 

THE PRODOCnON EMDRT 

The Committee concentrated its work on the key factors— food, 
agnculture, fuel and power, steel, timber, transport, and related 
industries such as agncultural ^ mining machinery and the 
general problem of labour These fecton are all intcr-dependent, 
and shortages in one hamper recovery in ffic others 
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By' 1951, the population rf ^^esltm Europe will exceed tKc pre- 
Vi-ar figure by n per cent Goods and services must be provided 
to meet this increase 

National programmes aim atattatrung the follovmg objectives 

(i) restorat on of pre war bread gram and other ccmil pro- 
duction with large increases above prc*war in sugar and 
potatoes, some increases iti oils and fats, and as fast an 
apansion in livestock products as supplies of feeding 
studs will allow, 

(u) mcitase of eoal output lo 584 nuBion lons-'i e , 143 
million tons above the 1947 fevet (an increase of one-third) 
and 30 iTullion tons above tie i^Q level, 

(m) expansion of electnaty output by nearly 70,000 million 
kwh , or 40 per cent abme 1947, and a growth of genera ung 
capacity by 25 rmllwn kw, or two-thirds above pre war, 

(iv) development of oil refining capacity in terms of crude 
oil throughout by 17 mslbon tons to tvvo and a half times 
the pre-war level, 

(v) itctcaac of crude steel produrtion by 80 per cent above 
the present level to 35 inillion tons, or 10 million tons 
(20 per cent) above 1938, 

(vi) expansion of inland transport facilities to carry a '25 per 
cent greater load m 1951 than in 193O, 

(ni) restoration of pre-war merchant fleets of the parucipatmg 
countnes liy 1951, 

(vul) supply from European producuon of most of ihe capital 
equipment needed for these expansions 

Food production u the frst essential By 1951 cereal production 
can be restored to pro-waj levels—bat livestock will require more 
than four years— and meat production will only be 90 per cent 
of pre war The supply of fish is already at the pre-war level and 
can be raised Ihe following table sunusarisis food output Accord 
ing to these figures, France and Italy must have restored their 
cereal product on by 1951 


pROtiucrTKW or bvsic poom 


(Million Metric Tom) 


Year* 


1946-7 

19 P -8 


All cereals 

45 

555 

489 

65-8 

Bread grains 

34 “ 

283 

214 

340 

Potatoes 

577 

507 

61-6 

C82 

Sugar 

34 

37 

34 

39 

Meat 

9 “ 

57 

6-0 

8t 

Milk 

7*5 

557 

57-0 

734 

Oil and fau 

28 

3*0 

23 

2-9 


*Ycan nin from July i to June 30 
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The export surpluses of die partiapating countnes wll form 
an automatic and increasing type of mutual aid The estimated 
increases in export surpluses are 


(In Tons) 



194&-7 

ISjO-I 

Butter 

87000 

154 000 

Egg! 

52,000 

223 000 

Meat 

398,000 

630000 

I niit 

S50.000 

I 991,000 


Soil fertility must be restored and fertilisers are essential Their 
production is already above the pre war level and present production 
will be doubled by 1051 With adequate supplies of phosphates 
and potash, this amount will cover the requirements 
Special long term projects such as the production of ground nuts 
in Africa wil help to increase hit supplies 
Fuel and power must be increased The United States to-day 
consumes 4^ times as much per head as Western Europe Even 
before the war the ratio was 2^ t Before the war, four fifths of the 
power ivas drawn from coal The substitution of petroleum products 
and hydro-electnc power is planned 
Coal production is summarised in the follo^nng table 


PBOOUenON OP COAI AND LlCVIFE 
(Million tons) (Ton for Ton) 



1938 

J 947 ' 

1948 

1951 

Uni ted Kingdom 

Western G^any — 

231 

199 

214 

249 

Bi Zone ! 

206 

133 

•49 , 

193 

Saar 

14 ; 

10 : 

14 

17 

France 

48 

51 \ 

51 1 

83 

Belgium 

1 30 

24 

26 

3 > 

Other Countries 

23 

22 , 

24 j 

31 

Total 

: 552 

439 

478 

584 


The increase m British productwn will be acliieved by increasing 
manpower, modernising machinery, and introducing capital 
developments, among them twenty new sinkings 
The supplies of mining machmery amounting to over Si bilhon 
ivill be almost entirely produced in die United Kingdom 
Britain hopes to begin exports m April, 1948, with a figure of 
6,000,000 tons for 1948 nsmg to 29000,000 in 1951 
The output m Western Germany m 1951 will still be less than 
in 1938 owing to tiic scale of destruction 
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^^lAlng suppliis \»crc cxamncd and it a hoped Sweden 
vill raise its export of pitprops to 300,000 solid cubic metres z 
year (50 per cent above pre v^ar) 

Consumption ofclectncitym 1*^8 way be Co per cent above 1938 
The annual increase in general ng capaaty must be four times ti^t 
of 1337-8 , 

A spccia'l uorbng party u eMmwiing a completely international 
and co-operative pov.er planxvhich includea Six hydro-clecwc plants 
in Italy, France and on the Austto-ltalo-Swiss frontier logclber 
with two lignite tbennal plants m Germny and one geo*ihcrmal 
plant in Italy 

To meet the disturbance m nomial suppl es of coVing coal from 
the Ruhr and BnUin the Committee has evolved an emergency 
scheme of coke economy (0 cover ihc deficit originally estimated 
at CO per cent m 1948 If this plan is successful, the following $ieel 
fgurea should be reached 


PRODccnox or Crude Steel 
{MU on tons) 




Ikst 





'838 

prewar 

Year 

<917 

19(J ' 

1 '95* 

United Kinidom 

to 6 

tsa 

>2 7 

HD 

150 

France 

62 

97 

5fl 

:cj 4 

t27 

Belgium 8 . Luxembourg 

33 

70 

45 1 

7’S 

?9 

Italy 

Other pattie patmg 

1 *3 

23 


>t5 

30 

countries 

t8 

t8 


23 

4t 

Bi Zone ofGennany 

178 

<7 0 

2 8 

4 t 

(J)io 0 

Saar and French Zone 

30 

30 

08 

17 

27 


45 5 

517 

303 

423 

53 4 


(fc) This figure docs twt prejwd ccanydccmon which maybe uVenlater 
by the Council of Foreign Mtnstrts 

Modernisation and rc-eqtupmcnt cf Ibc steel industry will be 
more important than new plant Only 20 per cent of the iQjf 
output Will Come from new cajiaaty To secure the best results 
from iheir modernisation and development schemKS for the steel 
industry the nations have agreed to an exchange of mforrtiation 

Sti^l increases svUl make possible extensoia m engineering 
\\csfern Europe can provide over 90 per cent of its need for mining 
«iuipment (estimated at $3 700 million) and also for generating 
plant ( $5 300 rnillion) It will produce lwO*th rd} of tlic equipment 
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for the petroleum mdusby .^rart Jrom such items as continuous 
wde stnp nulls, it will provide most of the equipment for the steel 
industries It can cover its long term needs in agnculture Enough 
locomotives can be produced to provide small exports, but freight 
cars will remain short Economies are being examined m the form 
of -an international freight car pool and it is proposed to standardise 
the design The war loss of 22,000,000 gross tons of shipping will be 
largely made good m the Eurepean shipyards 

Participating countnes arc to raise the production of timber by 
10 per cent and the present high rate of cutting wll be maintained 
in Western Germany 

Every nation has a labour short^e except Italy with a surplus 
of 2,000,000 Recruitment may later be possible m Western 
Germany The Italian surplus, smtably trained, could meet all 
the participating nations’ neds 

CHAPTER IV 

INTERNAL FINANOAL AND MONETARY STABILtTY 
The report analyses the forces mabng for inflation m Western 
Europe of which the chief two are madequaic food production 
and budgetary defiats Lack of faith m the currency encourages 
hoarding— of food, goods and capital— which m turn increases 
the gap bebveen expenditure and real income 
External aid alone wil! permit sufficient distnbution of consumer 
goods to break the spiral Thus the provision of dollars will not only 
finan”cc the trading deficit it is the essential first step in internal 
stabilisnuon By 1951, it is the aim that nabonal expenditure and 
national income shall balance 

Various governments, in particular France and Italy, have under- 
taken to take the necessary measures to balance tlieir budgets and to 
balance expenditure agamst revenue All the governments are 
pledged to achieve internal stahihty But the painful process of 
checking inflation would be greatly assisted by the injection of 
external resources to raise each country’s reserves of gold and dollars 
A general estimate of the sum nced^ is in (he neighbourhood of 
$3,000 million 

^CHAPTER V 

ECONOMIC CO OPERAnON 

The REPORT analyses the normal measures of self help traditionally 
practised in Western Europe by means of trade 
The Governments pledge themselves 
(1) to abolish as soon as possible the abnormal restrictions at 
present hampering Uicir mutual trade, 
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(11) to aim at a sound and balanced multibteral trad ng 
Both steps depend largely on Europe s ability to sell to the Amenan 
Continent 

The nations vill pursue the nmltilaleral reduction of landi and 
a Customs Union to be achle^ed by progress ve stages oscr a 
period of years is under consideration A study group has been 
cstablahcd for this purpose 

The French Covernment has declared its read ness to negouatc 
Customs unions with nat ons capable of being combined with the 
French economy tn such a way as to make a stable tin l The 
Italian Government has associated itsdf mlh Ihu declaration 
Greece and Turkev have also undetULen to cons dcr a reg onai 
customs union between ihesr two fncndly and neighbouring 
countries’ 

The prinapal achievements of mutual cooperation ate 
(1) Cooperative plans to etpand dectnc power without regard 
to national frontiers 

(i) Siandarduation of types of equipment such as mnmg 
mach nery and freight can 
(lu) An tntenut onal freight car pool 
(iv) Exchange of mformatson on national steel ptc^amma 

Where suitable international macbmery for econonuc cooperation 
exists the participating nations intend to use it The technical 
conuuttees have suggested the submission of some production 
probleim Id the Economic Commission for Europe 

The Committee may be reconvened after consultation The 
Chairman, the Rapporteur General and vanous dclegata will 
hold ihemselvo in readiness to provide the United Slates Govern 
ment with ir^ortnatior erv the Report 

CHAPTER VI 

THE tMMRT FlQUntEMUrTI 

In ssftMATtNO the scale of importo necessary to implement the Plan 
the Technical Committees have attempted to atimate the supplies 
available and have valued them at the pnees ruling on July i, iqjy 
The following tabic gives the general result 
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$000 Mili ION AT July I 1947 Prices 



IromUSA 

1 

Tromicstof 
Amencan 
Continent ' 

Total from 
Amencan : 
Contineiit 

From other 
non 

part apating 
countries 

Total 

1948 

6 0 

32 

92 

47 

>3 9 

1949 

53 

39 

91 

54 

>4 j 

«950 

48 

38 

8G i 

59 : 

>4 5 

J 95 I 

43 

39 

82 

6 '’ i 

1 

>44 


The volume of imports is much the same as in a nonnal pre war 
year but whereas 40 per cent normally came from the American 
continent the complete disruption of nonAmcncan sources of 
supply particularly in Eastern Europe and South East Asia has 
now raised the proportion to two thirds 

The report assumes (i) a substantial and steady resumption 
of East European food and timber supplies The flosv of cereals 
tvill be at the pre tvar level m 193! and limber mil be 75 per cent 
of pre war (n) a steady recovery m Asiatic suppl cs 


Import Proora'iw from the American Continest 
($ 000 Million at Prices of July 1 19 1?) 



j >948 

> 95 ' 

Total 1948 51 

USA 

Rest of 
^mlca 

USA 

Rest of 
Arnica 

USA 

Rest of 
Amici 

Total 

Food and Fcrtibers 

>5 

18 

1- 

2 2 

54 

83 

>3 7 

Coal 

3 


05 


7 


7 

Petroleum Producls> 

' 5 


55 


2 " 


-7 0 

Iron and 5 teel 

4 


3 


I ’> 

I 

>3 

T mber 

I 

2 

I 

I 

4 

6 ! 

I 0 

Fqu pment covered by 








Tech Committees 

I I 


6 


33 

I 

34 

Other Imports 

2 I 

I » 

>5 

16 i 

72 : 

57 

12 9 

Total Imports 

60 

32 

43 

39 

20 4 

148 

352 

Sh pp ng Services 

> 6 


3 


> 7 


I 7 


^ Amounts requued from dollar sources 
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Many cf these imports, notably of ships, coal, nitrogen and certain 
capital goods are essentially temporary Tor reamplc, the coil 
estimates 

(Milbontou) 


From USA 
From Poland^ 


t94fi 

+4 

1& 


193 1 
7 

30 


There wiH be a similar dechne in imports of capital equipment 


iMPDR'n 0? PROM TOE AHsaiCAK CoVTDIElfr* 

{htillioM of XJ S DoUan at Prwa ofjul/ 1 tpj7) 



WS 

‘«9 

1950 

195' 

Total 

A EqtiipmtnllocmUnewctipca^ 
or Ttsbnt pt nplact 






(i) ISoodt cowTtd ij Tiihnutl 
Comiilitt 

Electrial equ pttwnt 1 

Petroleum equipment 1 

Steel plants ' 

t 5 » 

50 

100 

>75 

51 

too 

1 

1 125 
i 52 

1 too 

1 

1 50 

1 49 

1 too 

500 

802 

400 

Toul 

300 

316 

27? 

t &9 

1 102 

( 0 Giodi na mini b;> Ttclaual 
Cimiiiw 

*87 

iZ^ 

1 

887 ' 

587 

1,148 

B Othit Eij\npmttit 
(1) Gioas camid by Tckmcsl 
Comrmttets 

(Other than age cviUntat 
and mining inachineryj 
Pc«u!<«ra equipment 

Inland Iramport equijmenl 
Timbet equi^ent 

riB 

Scp 3 

lO 

96 

*77 

<) 

8[ 

7 

75 

29 

6 

353 

490 

32 

Total 

Agnculniral machinery 
Mining machinery 

918 

370 

£0 

895 

3*3 

54 

716 

263 

45 

598 

237 

40 

2 .t 25 

1,188 

220 

(i ) Gsoils not mirtd ly Tahiami 
Cmmmts 

na 

na 

n a 

na 

na 

Total EaoiPurnT 

136B 

i,sG2 

1,030 

»73 

4 533 


^ Polish figure supplied to the European Coal Organisation 
* ’ll IS table appean in Chapter VH, bw for the sake of logic is includet! 
at this point 
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There will be a permanent mcrease in imports of petroleam 
The nse (from 49,000,000 tons m 1947 to 78,000,000 tons in 1951 
assumes no petrol rationing CJousumption in 1951 per head of 
population will be 15 per cent of consumption in the United States 
Other imports are mainly nw materials normally needed in 
r urope s economy, such as cotton and non ferrous metals 
Food imports are based on cstunated availability rather than need 


IlIPORT RpjUfREMEM^ OF FoOD WD I EEDINO StUFFS 


1 

■934 si 

1 

1946 7 ! 

1 

1 1947-8 

193O-1 

Bread grains 

140 

15 

237 

179 

Coarse grains 

114 

47 

66 

117 

Sugar 

27 


I 7 


Meat 

1 7 

16 

2 I 


Pats (oil equivalent) 

26 

1 I 

J 7 

23 

Oiicakc’ 

50 

•9 

35 

54 


This programme should give the following consumption per head 
of population 

{Kg per Held per Year) 



1934-0 

1947-8 

1950-1 

Bread grams 

190 0 

1590 

1790 

Potatoes 

2360 

298 0 

9450 

Sugar 

274 

20 0 

952 

Meat 

429 

300 

37-6 

Pats (oil equivalent) 


17 0 

22 6 


Definite estimates of tiie provenance and distnbution of the cereals 
IS difficult to make The belief is that twenty of the annual figure of 
about S'), 000, 000 will come from the American continent, with 
8,000 000 to 9 000,000 tons from the United States 

CHAPTCR Vir 

THE PROBEBU OF PAYMENTS 

The account of the problem of payments * is built pnmanly 
from tlic experts view of the prospective commodity supply to 
the participatmg countries as a whole, rather than from independent 
and unco ordinated finanaaJ eslmntes from the mdividuffi coun 
tries The analysis deals with trade with the American continent 
rather than with the United States smcc dollars are generally 
necessary 


Including the oilcake contents of imported 0 heeds 
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E\tANCE OF Payhbnw 0? pAimafATiKa Goiwtmc! md 


WtartvN Gekkany 
((' oooMtVioi 

It i9f8 



1 

American 

Comment 

Otliet 

Non-pariicipa. 
Ung Countnes 

Imports ■ . . . . > . . 1 

— 9‘rr 

i 

Exports . .. . 1 

+ 2 l6 


Net Surplus ( -}-) or Deficit {— ) on invuibic 
account , •••• 

-057 

+ o-jS 

Dependent Terntonej, net surplus (+) 
or deficit (— ) . . 

— 045 


— Boj 

^--(!24 


the multilateral balance. 

Auuininjr favourable external condition} and a stead) lall in 
the price of imports from Aitiema, the foJJowing deficits arc expected 


(?’ooo M»H«on) 



1918 

»919 

igyj 

1951 

Total 

USA . 

564 

4«7 

S'sB 

9 62 

k8i 

Rest tif American Conunent . 

>'94 , 

182 

1 30 

D()I 

5 >17 


75» 

6o9_ 

4 5 ® , 

3 S 3 , 

2178 

Deficii of Dependent Tern- 





lorirt .. 

i 046 ! 

0 jtj 

007 

013 

0-65 

Total . . . 

804 

fids 1 

i 1 

■1C5 

340 

1 

23 41 

Lfji Possible Capital from the 

World EanV 

' 092 

1 o'Ofj 1 

0'72 

' 060 

1 3'>3 

Total 

•Jit 

, sifi 

3 93 

280 

«S- 3 « 

1 


The decline m dollar requirwnerits is due to four factors: 

(i) a fall in the need rfAmcntan imports of certain types. 

(ii) increased production in Curope 
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(ui) more supplies available m the rest of the world 
(iv) an export drive to the United States The proposed export 
drive to the Amcncan continent is planned on the following scale 

( 000 Million) 



USA 

Rest of 
American 
Continent 

1948 

085 

I 3 « 

1949 

i II 

I 72 

1950 

I 23 

2 14 


148 

246 


By 1951, Western Europe hopes to have a favourable balance 
with other non participating countries of $1,800 million 

These plans depend upon the Amcncan continent buying from 
Europe or permitling other countries to earn dollars in America 



INDEX 


A 


E 


Addison, T ord, 156 
Amcncan Commercial Proposals, 
107-22, Appendix D 
Anglo-American Trade Agreement 
1938 , 88 

Atlantic Charter, 88-g 117, Ap 
pendix A 

Attlee, Rt Hon Clement, 141, 179 


Bennett, Viscount, 193 

Bevin, Rt Hon Ernest, 125, 563, 

173-4 

Bretton ^Voods Conference and 
Scheme, 94-105, Appendix D 
Bngbt, John, 84 
Burke, Edmund, 59 


C 

Canadian Loan, 130, 148 
Carlyle, Thomas, xi 
Chamberlain, Joseph, vui, 27 
Chenieli, Lord, 136 
ChnrdiilijRt Hon-W 8,88-9,91, 
127 

Clayton, Mr W , 84, 132, 166 
Cobden, Richard, 60, 61, 84 
Colonial Development, 191 
Commercial Policy, Joint Statement 
on, 107, 246 

Control of Engagement Order, t8i 
Com Laws, 21, 25, 27, 60 
Cnpfs, Rt Hen &r Stafford, 1$^, 
175, 179, 'So, 183 
Customs Unions, 157, 159 


D 

Dalton, Rt Hon. Hugh, loi, 126, 
134, 142, 14&-8, 178, 183-4 
Design for Surviml, 185 
Disraeli, Benjamin, 21 


Economic Planning Board, 146 
]%in. Lord 61 
Emerson, R ^V , v 
Empire Customs Union, 173-4 
Empire Migralion, Co 194 


F 

Finanoai Agreements, 123-31, 
Appendix C 
Franks, Sir Oliver, j66 
Frants, Sir Oliver’s Report, 16G-8, 
Appendix G ' 


G 


Geneva Conference, 37 
Cenaa Draft Report, 150-63, 
Appendix F 

Geneva Tariff Agreement, 161-2 
Gilchmt Thomas process, 31 
Cold discGvcnes, 27, 36, 47 
Gold Standard, Abandoiunent of, 


Gutt,' 1 S^^amiI!e, 102 


H 

Hatnmaa Report, i6g 
Hendenon, Sir Hubert, 142 
Herter Committee, j68 
Hot Springs Conference, 93 
Hull, hfr Cordell, 84, 90 
Huskissoo, W , 26, 60 


I 

Impena! Preference, 56-69, 8g, 

189-91 

Indian Reserve Bank, 50, 52 
Intcniatioiial Bank for Recon- 
struction, 105-6 

International Economic Confer* 
1933, 87 

International Economic Confer- 
aicc, Havana, 151 
International Trade Oigamsation, 
107-22, 150-63, Appendix E 


271 





27 a 

J 

Jay Mf Douglas 146 
Jertmiah v 

K 

Kfynes Lord ga j 94 JS5 144 


L 

Launw Sir Witfrid 74 
Lfud Lease ^gre^^lent 90 127-® 
AppfndinB 
Leon Mr Rini 99 
Lwl F J3 

W 

Ma<nullan Report 47-8 loi 
Maniiall KJr , Secreury of Siaie, 
i6j 70 

Mannall Imuatve i&4>7$ 
sn\ XU 

May Report 39 
Meihuctv Treaty 25 
Motjenihaj Mr gj 113 134 
Momjoft Rt Han H 178 
Most Favwted Nation CUu«, 67 
7(WJi 88, 153 

— condinotaf Jjrm 79 190, 196 
■ — deoiinctauorifotiriter Empire 

trade 74 igS 

— resenatiora to, 78-9 


N 

National Savuigs Movernenl, 185 
Navigit on Acts 24 193 
Noune Cormwnce, j6g 


0 

Ottawa AgteemenP 64-^ 74 g8 
Ouchy Consention, 76 


P 

P^YE,i35 
Peel SirR 21 

Phlippines and U 5 A , J2t-a 
Population Pol fy 197 


R 

Roosevelt, tresident, 85 , 85 , 91 , 1 1 5 


S , 

Sriiarht Dr, 77 
S her, demoneiisat on of 29 
Sm ih Adam xi 
Sterlmg 191-2 
Slcdmg Convertblily, 54 14$^ 
204-7 

Stcrlng Debt 51 


T 

Tbomeycroft P 183 

Trade Union Couna in tji 
133 j 56 

Truman, fresident 85 133, 133 

«?» 

U 

United Nitons Or|amsaion 93 
116 

United Stita in tbt ySorld Leon 

omy,4b-5 9T 


V 

Vrwn Mr H,B 5 104 tj?, 135 


Wallace Alt , 84 
Waihington Loan Agrtcrneiu 
JS3 31, Appendix C 
WeRs H G 83 
Welles Mr Sumner, 84, 86 
Wb te Paper on Employineni 1 944 
I IQ 

— jEtnploytn and Workers 14^ 
— , Economic Survey for 1947 
*45 

, Cap tal Investment in 1348 

1B3 

Williams Lady Rhys 183 
Wilon, Rt Horn Harold i 5 i, 134 



